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APPLICANT PROFILE

1.  Name of Facility, Agency, or Institution

University of Tennessee Medical Center

Name

1924 Alcoa Highway Knox
Street or Route County
Knoxville N 37920
City State Zip Code

2. Contact Person Available for Responses to Questions

Jerry W. Taylor Attorney

Name Title

Stites & Harbison, PLLC jerry.taylor@stites.com
Company Name Email address

401 Commerce Street, Suite 800 Nashville TN 37219

Street or Route City State Zip Code
Attorney 615-782-2228 615-742-0302
Association with Owner Phone Number Fax Number

3k Owner of the Facility, Agency or Institution

University Health System, Inc. 865-305-6600
Name Phone Number
2121 Medical Center Way, Suite 200 Knox

Street or Route County
Knoxville TN 37920

City State Zip Code

4.  Iype of Ownership of Control (Check One)

A. Sole Proprietorship F.  Govemment (State of TN or
B. Partnership G. Political Subdivision)

C. Limited Partnership H. Joint Venture

D. Corporation (For Profit) I.  Limited Liability Company

E. Corporation (Not-for-Profit) - X Other (Specify)

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Legal entity documentation is attached as Attachment A, 4.
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Name of Management/Operating Entity (If Applicable)

N/A.

Name

Street or Route County
City State Zip Code

PUT ALL ATTACHMENTS AT THE END OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

Legal Interest in the Site of the Institution (Check One)

A. Ownership D. Option to Lease
B. Option to Purchase E. Other (Specify)
C. Lease of 50 Years X

PUT ALL ATTACHMENTS AT THE BACK OF THE APPLICATION IN ORDER AND
REFERENCE THE APPLICABLE ITEM NUMBER ON ALL ATTACHMENTS.

A copy of the Lease and Transfer Agreement is attached as Attachment A, 6.

Type of Institution (Check as appropriate--more than one response may apply)

A. Hospital (Specify) General X I.  Nursing Home

B. Ambulatory Surgical J.  Outpatient Diagnostic Center
Treatment Center (ASTC), K. Recuperation Center
Multi-Specialty L. Rehabilitation Facility

C. ASTC, Single Specialty M. Residential Hospice

D. Home Health Agency N. Non-Residential Methadone

E. Hospice Facility

F. Mental Health Hospital O. Birthing Center

G. Mental Health Residential P.  Other Outpatient Facility
Treatment Facility (Specity)

H. Mental Retardation Q. Other (Specify)
Institutional Habilitation
Facility (ICF/MR)




8. Purpose of Review (Check) as appropriate—more than one response may apply)

A. New Institution G. Change in Bed Complement

B. Replacement/Existing Facility [Please note the type of change by

C. Modification/Existing Facility X underlining the appropriate

D. [Initiation of Health Care response: Increase, Decrease,
Service as defined in TCA § Designation, Distribution,
68-11-1607(4) Conversion, Relocation]
(Specify) H. Change of Location

E. Discontinuance of OB Services I.  Other (Specify)

F.  Acquisition of Equipment

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK]




Bed Complement Data

Please indicate current and proposed distribution and certification of facility beds.

N/A

Medical (Med/surg beds combined on Line B)

Current Beds
Licensed

Staffed
Beds

Beds
Proposed

TOTAL
Beds at
Completion

Long-Term Care Hospital

Surgical 422

390*

28

Obstetrical 12
ICU/CCU 80
Neonatal 67
Pediatric

12
80
67

16

Adult Psychiatric

Geriatric Psychiatric

Child/Adolescent Psychiatric

Rehabilitation

Nursing Facility (non-Medicaid Certified)

Nursing Facility Level 1 (Medicaid only)

Nursing Facility Level 2 (Medicare only)

CZErR-r-EZOoOmBYIOWR

Nursing Facility Level 2
(dually certified Medicaid/Medicare)

ICF/MR

i'U

Adult Chemical Dependency

~ R

Child and Adolescent Chemical
Dependency

v

Swing Beds

Mental Health Residential Treatment

=

<

Residential Hospice

TOTAL 581
*CON-Beds approved but not yet in service

549

44

450
12
96
67

* The 32 unstaffed beds are allocated to occupy the 4™ floor of the Heart Hospital, the build out of
which was approved by CN0912-056AE. These beds will be opened in November of 2014. All beds
for which there is physical space in the hospital are staffed. Upon the opening of the 4™ floor of the

Heart Hospital, these beds will be staffed as well.




10.

11.

12.

13.

Medicare Provider Number: 44-0015

Certification Type: Hospital
Medicaid Provider Number: 0044-0015
Certification Type: Hospital

If this is a new facility, will certification be sought for Medicare and/or Medicaid?

N/A. UTMC is certified for both Medicare and TennCare

Identify all TennCare Managed Care Organizations/Behavioral Health Organizations
(MCOs/BHOs) operating in the proposed service area.

BlueCare

UnitedHealth Community Plan

TennCare Select

Will this project involve the treatment of TennCare participants?
Yes

If the response to this item is yes, please identify all MCOs/BHOs with which the
applicant has contracted or plans to contract.

UTMC contracts with all three TennCare MCO listed above. In addition, effective January 1,
2015 UTMC will be under contract with AmeriGroup Community Care.

Discuss any out-of-network relationships in place with MCOs/BHOs in the area.
Kentucky Medicaid and Kentucky Medicaid MCOs — Average of 31 inpatients per month.
Cigna — HealthSpring Medicare Advantage — Average of 12 inpatients per month.



NOTE: Section B is intended to give the applicant an opportunity to describe the project and

to discuss the need that the applicant sees for the project. Section C addresses how
the project relates to the Certificate of Need criteria of Need, Economic Feasibility,
and the Contribution to the Orderly Development of Health Care. Discussions on
how the application relates to the criteria should not take place in this section unless
otherwise specified.

SECTION B: PROJECT DESCRIPTION

Please answer all questions on 8 1/2” x 11” white paper, clearly typed and spaced, identified
correctly and in the correct sequence. In answering, please type the question and the response.
All exhibits and tables must be attached to the end of the application in correct sequence
identifying the questions(s) to which they refer. If a particular question does not apply to your
project, indicate “Not Applicable (NA)” after that question.

I.

Provide a brief executive summary of the project not to exceed two pages. Topics to be
included in the executive summary are a brief description of proposed services and
equipment, ownership structure, service area, need, existing resources, project cost,
funding, financial feasibility and staffing.

Project Description

The University of Tennessee Medical Center (UTMC) seeks CON authorization for: (1) the
expansion and renovation of its Neonatal Intensive Care Unit (NICU) consisting of
approximately 9,758 square feet of new construction and 15,432 square feet of renovated space;
(2) the addition of approximately 16,850 square feet of new space and renovation of
approximately 1,262 square feet of existing space, which will house a new Intensive Care Unit
(ICU); (3) the renovation of approximately 12,000 square feet of existing space to convert it from
non-inpatient care space to inpatient rooms; and (4) the addition of 44 acute care beds to its
license. Of the 44 requested beds, 28 are anticipated to be allocated as general medical surgical
beds, and 16 as ICU beds.

Services & Equipment

This project will result in no changes to the services provided by UTMC. It will improve and
expand the facility, and provide needed additional bed capacity. There is no major medical
equipment involved in this project, but movable medical equipment will be acquired.

Ownership Structure

UTMC is owned by University Health System, Inc. (UHS), a not-for-profit public benefit
corporation that was established in 1998 for the purpose of acquiring and operating UTMC. On
July 8, 1999, UHS entered into a Lease and Transfer Agreement (“Agreement”) between it and
the State of Tennessee and the University of Tennessee, which consummated the transfer of
UTMC to UHS. Under the Agreement, UHS leases all existing Real Property and Improvements
from the State and UT, and is solely responsible for constructing any new buildings or
improvements, which it will then own until the expiration of the Agreement in 2049,
Accordingly, the project costs for this project are calculated based on actual costs of construction
and acquisition rather than on the imputed value of the lease.



Service Area

The primary service area consists of the following 21 counties: Anderson, Blount, Campbell,
Claiborne, Cocke, Cumberland, Fentress, Grainger, Hamblen, Hancock, Hawkins, Jefferson,
Knox, Loudon, McMinn, Monroe, Morgan, Roane, Scott, Sevier, and Union. Residents of these
counties accounted for 25,108, or 92.5%, of the 27,143 total discharges from UTMC in 2013.

Need

UTMC is requesting an additional 44 acute care beds. Of these, 28 will be allocated to general
medical surgical use and 16 will be allocated to critical care (ICU) use. These beds are needed to
managed extremely high inpatient utilization and occupancy in both categories of beds.

Medical surgical Beds: The University of Tennessee Medical Center, the region’s only academic
medical center, serves as the regional referral center and sole Level I trauma center for a 21
county service area. The following facts clearly evidence the need for additional medical
surgical beds.

In 2013 the adult medical surgical occupancy rate averaged 89.1%, and exceeded 85% every
month. There is very little fluctuation in the occupancy — the beds are consistently highly
utilized. In 2013 the 11 adult med-surg units at UTMC averaged 95% or greater occupancy 165
days during the year, and 90% or greater occupancy 232 days during the year. In 2013 the adult
med-surg units experienced a daily occupancy of 95% or greater occupancy 81 days during the
year, and 80% or greater occupancy 325 days during the year.

The current number of medical-surgical beds is not adequate to provide care for all patients who
are referred for acute care. The number of referrals not accepted YTD July 2014 is 384. Of
those, 229 were critical care patients, leaving 155 patients who needed an general medical
surgical bed. If this trend continues there will be over 650 patients in 2014 who need the
services of UTMC, but could not be served due to unavailability of beds.

Additionally, Emergency Room visits have increased from 64,500 in 2009 to over 85,000 in
2013. Over 40% of all patients who are treated in the emergency room require use of an acute
care bed during the patient’s stay. The lack of available beds leads to intermal queuing and
inefficiencies. In 2014, the average E.D. hold time (the time E.D. patients needing an inpatient
bed are required to wait for a bed to become available) has been 235 hours per day. This is
drastic increase from 2013, and reflects the serious bed shortage UTMC is facing.

Critical Care Beds: In addition to being the region’s only academic medical center and only
Level I trauma center for a 21 county service area, it is one of five Joint Commission accredited
Comprehensive Stroke Centers in the state and is the only fully trained Adam Williams Initiative
hospital in Tennessee. (The Adams Williams Initiative is explained elsewhere in this
application). These distinctions mark UTMC as having the infrastructure, staff, equipment and
training necessary to provide the highest level of care to the most complex and critically ill
patients in the region.



The need for additional critical care beds at UTMC is evidenced in part by the historical
utilization and occupancy of the existing critical care beds:

In 2013 the adult critical care units occupancy rate averaged 78.3%, and exceeded 70% every
month except for one. There is very little fluctuation in the occupancy — the beds are consistently
highly utilized. And it is important to note that critical care beds, because they are distributed
among smaller nursing units due to higher patient acuity, cannot be run at the 80% target
threshold for all hospital bed types. In 2013 all adult critical care units at UTMC averaged 95%
or greater occupancy on 78 days during the year, and 90% or greater occupancy on 115 days
during the year. In 2013 the daily occupancy on all adult critical care units at UTMC exceeded
80% 183 days during the year, exceeded 85% on 104 days, exceeded 90% on 41 days, and
exceeded 95% on 9 days. These occupancies are clearly unacceptable for critical care beds.

Over the last several years UTMC has been unable to provide care to all the patients in the region
who needed the specialized intensive care services offered at UTMC. Each year the hospital is
forced to turn away patients referred to it from other hospitals in the region due to a lack of
capacity. In 2013, UTMC declined to accept for transfer 144 patients requiring adult intensive
care treatment. In 2014, that number increased to 229 patients from January - August. If this
continues that number could reach 344 by the end of the year.

Of the patients refused transfer to UTMC, 16.2% of the patients this year were patients suffering
a neurological injury/illness, 40.6% suffered from an acute medical illness that exceeded the
ability of the transferring hospital, necessitating transfer to a facility with more resources in
terms of equipment, training and specialized care providers. Currently the Medicare Case Mix
Index for patients treated at UTMC is 1.99. Having such a high CMI value reflects the clinical
complexity and resources needed for the patients cared for by UTMC and further demonstrates
the ability of UTMC to provide the highest level of care possible to the most critically ill and
injured patients.

Due to capacity constraints and a record volume of requests for transfers to UTMC ICUs from
the region, the hospital has been on critical (intensive) care hold 114 of the 243 days elapsed
January through August in 2014. The result is an increase in the average number of days being
on critical (intensive) care unit hold of 9 per month in 2013 to 14 per month in 2014. Thus in
2014 ICU patients were declined for transfer to UTMC’s ICU roughly 47% of the time.

By increasing adult intensive care bed capacity UTMC will be better able to serve the needs of
the residents and visitors in the region.

Existing Resources

UTMC is the region’s only academic medical center, and only Level I Trauma Center. While
there are many high quality hospitals in the service area, UTMC is unique among these in that it
offers all of the following special services in addition to it being a teaching hospital and Level I
Trauma Center: Renal Transplant Center; Regional Perinatal Center (Level II and III NICU);
Pediatric Heart Program; Hemophilia Center; Adult Cystic Fibrosis Center; LIFESTAR
Aeromedical Program. In that sense, there are no comparable existing resources in the service
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II.

arca.

According to data received from the Department of Health, the average occupancy rates for
hospitals in the service area are 46.7% on licensed beds, and 53.6% on staffed beds.

This does not obviate the need for the requested beds at UTMC. The immediately preceding
response, as well as more detailed discussions elsewhere in this application, explains UTMC’s
need for the beds, regardless of any surplus of beds in the service area as a whole.

Additionally, the unique and specialized services provided by UTMC, as well as patient choice
and physician preference, all strongly support the need for additional bed capacity at UTMC, and
dictate against a strategy of continuing to turn away would-be admissions with the patients
presumably finding a bed at another area hospital.

Project Cost & Funding

The total estimated project cost is $26,292,001. The largest single item is the construction cost of
$16,031,504, and a related contingency of $2,404,726. The reasonableness of this cost is verified
by the project architect in Attachment C, II, Economic Feasibility, 1.

The next largest cost is movable equipment at a cost of $4,359,965. No major medical
equipment is involved. The only single piece of equipment over $50,000 is an Omnicell, which
is a state of the art medication dispensing unit, and will be tied into patients’ Electronic Health
Records. One of these will be purchased for each of the units. All equipment purchase amounts
were negotiated at arms-length among experienced healthcare purchasers and vendors and are
reasonable.

The project will be funded through the cash reserves of the owner, University Health System,
Inc.

Financial Feasibility

The project is financially feasible. The Financial Statements of UHS reflect sufficient cash
reserves to fund the project. As reflected on the Projected Data Chart, both the med/surg and the
ICU. bed additions will have a positive net operating income in each of the first two years of
operation. The margins decrease in the second year, resulting from assumed declining
reimbursement rates from government payors. In any event, the Financial Statements reflect
sufficient assets to ensure financial viability.

Staffing

UTMC proposes to staff the additional beds with the same general staffing pattern as it currently
utilizes on comparable units of comparable size. For the 28 bed med/surg unit, that will require a
total of 41.13 clinical positons. For the 16 bed critical care unit, it will require 49.01 clinical
positions.

Provide a detailed narrative of the project by addressing the following items as they relate
to the proposal.



Describe the construction, modification and/or renovation of the facility (exclusive of
major medical equipment covered by T.C.A. § 68-11-1601 et seq.) including square
footage, major operational areas, room configuration, etc. Applicants with hospital
projects (construction cost in excess of $5 million) and other facility projects
(construction cost in excess of $2 million) should complete the Square Footage and
Cost per Square Footage Chart. Utilizing the attached Chart, applicants with
hospital projects should complete Parts A.-E. by identifying as applicable nursing
units, ancillary areas, and support areas affected by this project. Provide the
location of the unit/service within the existing facility along with current square
footage, where, if any, the unit/service will relocate temporarily during construction
and renovation, and then the location of the unit/service with proposed square
footage. The total cost per square foot should provide a breakout between new
construction and renovation cost per square foot. Other facility projects need only
complete Parts B.-E. Please also discuss and justify the cost per square foot for this
project.

If the project involves none of the above, describe the development of the proposal.

There are three components of this project which involve construction and/or renovation
of the physical plant:

1. Expansion of the Neonatal Intensive Care Unit (NICU). The NICU is located on the 3™
floor of the North Pavilion. It has 67 beds/basinets. The NICU currently consists of
26,851 square feet of space. Of this, 15,432 square feet, which is an “open floor” unit (no
dividing walls between bassinets) with 33 beds, will be renovated into separately walled,
single occupancy rooms. This is the second phase of renovation to the NICU. The first
phase was completed in February, 2007 and consisted of essentially the same changes —
converting a multi-basinet, open floor unit to separately walled, mostly single rooms.

The NICU will also be expanded by adding a new construction addition adjoining the
current unit on the north side. This will be accomplished by building new space on what is
now the roof of the 2™ floor. The new construction will consist of 9,758 square feet. No
additional NICU beds are being requested. The additional space is needed in order for the
entire NICU to comply with new codes requirements, and to provide infants and families
with adequate and comfortable space.

2. A new Intensive Care Unit (ICU) will be located on the 4" floor of the North Pavilion.
This new construction addition will adjoin the current building, and will be on top of the
new space constructed for the NICU on the 3" floor. It will consist of 16,850 square feet
of new space. In addition, minor renovation will be required to the elevator lobby (mainly
for purpose of adjoining the existing building to the newly constructed addition) which
renovation will consist of 1,262 square feet. This addition will house the 16 requested
additional beds for the ICU.

3. Renovation of the 6™ floor of the South Tower. This space consists of 12,000 square
feet and is currently not used for inpatient care; it houses outpatient physician clinical
offices. This space will be renovated and converted to general acute care bed space. The
offices currently occupying the space will be relocated to a medical office building on the
UTMC campus. This space will house 28 of the additional beds requested. All rooms will

10



be single occupancy.

A completed Square Footage and Cost per Square Foot Chart is attached on the following
page.

Identify the number and type of beds increased, decreased, converted, relocated,
designated, and/or redistributed by this application. Describe the reasons for change
in bed allocations and describe the impact the bed change will have on the existing
services.

UTMC is requesting a total of 44 additional acute care beds. The 44 beds will be allocated
as follows:

o 28 beds for general acute medical/surgical patients, to be located in the renovated
space on the 6" floor of the South Pavilion.

o 16 beds for ICU patients, to be located in the newly constructed ICU on the 4" floor
of the North Pavilion.

These bed additions are needed in order to address the overwhelming demand for beds
UTMC has and is experiencing. The need for the beds is addressed in detail in Section C,
I, Need of this application. The bed addition will not impact other services of the hospital,
but will allow UTMC to better meet the needs of its patients and provide more effective
and efficient inpatient services.

11
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As the applicant, describe your need to provide the following health care services (if
applicable to this application):

N/A. This application does not involve the initiation of any health care service.

Adult Psychiatric Services

Alcohol and Drug Treatment for Adolescents (exceeding 28 days)
Birthing Center

Burn Units

Cardiac Catheterization Services

Child and Adolescent Psychiatric Services
Extracorporeal Lithotripsy

Home Health Services

Hospice Services

10. Residential Hospice

11. ICF/MR Services

12. Long-term Care Services

13. Magnetic Resonance Imaging (MRI)

14. Mental Health Residential Treatment

15. Neonatal Intensive Care Unit

16. Non-Residential Methadone Treatment Centers
17. Open Heart Surgery

18. Positron Emission Tomography

19. Radiation Therapy/Linear Accelerator

20. Rehabilitation Services

21. Swing Beds

i 158 SRS 1 8= A2 1N

Describe the need to change location or replace an existing facility.

N/A. This application does not involve the relocation or replacement of a healthcare
facility.

Describe the acquisition of any item of major medical equipment (as defined by the
Agency Rules and the Statute) which exceeds a cost of $2 million; and/or is a
magnetic resonance imaging (MRI) scanner, positron emission tomography (PET)
scanner, extracorporeal lithotripter and/or linear accelerator by responding to the
following: '

N/A. This application does not involve any major medical equipment.

1. For fixed-site major medical equipment (not replacing existing equipment):
a. Describe the new equipment, including:
1. Total cost ;(As defined by Agency Rule).



2. Expected useful life;
3.  List of clinical applications to be provided; and

4. Documentation of FDA approval.

b. Provide current and proposed schedules of operations.
2 For mobile major medical equipment:

a. List all sites that will be served;
b. Provide current and/or proposed schedule of operations;

Provide the lease or contract cost.

[od

d. Provide the fair market value of the equipment; and
e. List the owner for the equipment.

3. Indicate applicant’s legal interest in equipment (i.e., purchase, lease, etc.) In
the case of equipment purchase include a quote and/or proposal from an
equipment vendor, or in the case of an equipment lease provide a draft lease or

contract that at least includes the term of the lease and the anticipated lease
payments.

IIL. (A) Attach a copy of the plot plan of the site on an 8 1/2” x 11” sheet of white paper which
must include:
1. Size of site (in acres);
2. Location of structure on the site; and
3. Location of the proposed construction.
4

Names of streets, roads or highway that cross or border the site.

Please note that the drawings do not need to be drawn to scale. Plot plans are required
for all projects.

A plot plan for the UTMC Campus is attached as Attachment B, IIL, (A).
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(B)

IV.

1. Describe the relationship of the site to public transportation routes, if any, and to any
highway or major road developments in the area. Describe the accessibility of the
proposed site to patients/clients.

UTMC is located on Alcoa Highway, a major public highway. It is located approximately 3
miles from Interstates 40 and 75. It is on a public transportation (bus) route, although most
patients come to the hospital by private car or by ambulance.

Attach a floor plan drawing for the facility which includes legible labeling of patient care
rooms (noting private or semi-private), ancillary areas, equipment areas, etc. on an 8 1/2”
x 11” sheet of white paper.

NOTE: DO NOT SUBMIT BLUEPRINTS. Simple line drawings should be submitted and
need not be drawn to scale.

Floors plan drawings for all areas of the hospital affected by construction, renovation and/or bed
additions are attached as collective Attachment B, IV.

For a Home Health Agency or Hospice, identify:
N/A.

Existing service area by County;

Proposed service area by County;

A parent or primary service provider;

Existing branches; and

o E PR

Proposed branches.
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SECTION C: GENERAL CRITERIA FOR CERTIFICATE OF NEED

In accordance with Tennessee Code Annotated § 68-11-1609(b), “no Certificate of
Need shall be granted unless the action proposed in the application for such
Certificate is necessary to provide needed health care in the area to be served, can
be economically accomplished and maintained, and will contribute to the orderly
development of health care.” The three (3) criteria are further defined in Agency
Rule 0720-4-.01. Further standards for guidance are provided in the state health
plan (Guidelines for Growth), developed pursuant to Tennessee Code Annotated
§68-11-1625.

The following questions are listed according to the three (3) criteria: (I) Need, (II)
Economic Feasibility, and (III) Contribution to the Orderly Development of Health
Care. Please respond to each question and provide underlying assumptions, data
sources, and methodologies when appropriate. Please type each question and its
response on an 8 1/2” x 11” white paper. All exhibits and tables must be attached to
the end of the application in correct sequence identifying the question(s) to which
they refer. If a question does not apply to your project, indicate “Not Applicable
(NA).”

QUESTIONS
I. NEED

1. Describe the relationship of this proposal toward the implementation of the State
Health Plan and Tennessee’s Health: Guidelines for Growth.

a.  Please provide a response to each criterion and standard in Certificate of
Need Categories that are applicable to the proposed project. Do not
provide responses to General Criteria and Standards (pages 6-9) here.

The State Health Plan includes the following aspirational goals for health care
delivery in Tennessee:

Five Principles for Achieving Better Health from the Tennessee State Health
Plan:

1. Healthy Lives
The purpose of the State Health Plan is to improve the health of Tennesseans.

Every person’s health is the result of the interaction of individual behaviors,
society, the environment, economic factors, and our genetic endowment. The
State Health Plan serves to facilitate the collaboration of organizations and their
ideas to help address health at these many levels.

16



This is a policy statement to which no response is necessary.
2. Access to Care

Every citizen should have reasonable access to health care. Many elements
impact one’s access to health care, including existing health status, employment,
income, geography, and culture. The State Health Plan can provide standards
for reasonable access, offer policy direction to improve access, and serve a
coordinating role to expand health care access.

UTMC is accessible to all patients regardless of socio-economic status, ethnicity or
payor source. UTMC participates in Medicare and TennCare, and contracts with all
TennCare MCOs operating in the region.

3. Economic Efficiencies

The state's health care resources should be developed to address the needs of
Tennesseans while encouraging competitive markets, economic efficiencies and
the continued development of the state's health care system. The State Health
Plan should work to identify opportunities to improve the efficiency of the state’s
health care system and to encourage innovation and competition.

UTMC is an excellent steward of the state’s health care resources. As the only
academic medical center in the region, UTMC provides a training site, educational
resources, and of course patients for the training of future physicians and other health
care practitioners. It is the only Level I Trauma Center in its 21 county primary
service area. Its services include a Level III NICU, providing lifesaving care for
critically ill newborns. And UTMC maintains its facilities, equipment and services so
as to remain innovative, efficient, and competitive in a robust health care market
place.

4. Quality of Care

Every citizen should have confidence that the quality of health care is
continually monitored and standards are adhered to by health care providers.
Health care providers are held to certain professional standards by the state’s
licensure system. Many health care stakeholders are working to improve their
quality of care through adoption of best practices and data-driven evaluation.

UTMC will continue to provide the highest quality of care to its patients. It is in good
standing with the Tennessee Board for Licensing Health Care Facilities, and is
accredited by and in good standing with the Joint Commission. UTMC has received
numerous awards and recognitions of the high quality of care it provides. UTMC
received Magnet designation in 2011. Magnet designation recognizes excellence in
patient care, nursing outcomes and innovation in professional nursing practice. In
addition to the Magnet designation, UTMC was awarded a Level III achievement
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from the Tennessee Center for Performance Excellence in 2012. A list of recent
recognitions is attached as Attachment C, I, Need, I.

5. Health Care Workforce

The state should support the development, recruitment, and retention of a
sufficient and quality health care workforce. The state should consider
developing a comprehensive approach to ensure the existence of a sufficient,
qualified health care workforce, taking into account issues regarding the
number of providers at all levels and in all specialty and focus areas, the number
of professionals in teaching positions, the capacity of medical, nursing, allied
health and other educational institutions, state and federal laws and regulations
impacting capacity programs, and funding.

UTMC is a major employer in the greater Knoxville area, employing over 4,000
individuals. Its employed health care staff -- which includes but is not limited to
physicians, mid-level providers, and nurses — represents strong clinical specialties
among a diverse workforce. UTMC is staffed at a level which complies with all
licensure and accreditation guidelines, and which assures high quality patient care
while maintaining efficiencies. UTMC is also the only academic medical center in
the region, providing a training site and educational resources for future physicians
and a large number of other clinical specialties. Please see the discussion in response
to Question C, III, Orderly Development 6 and the attachment thereto.

[End of responses to Five Principles for Achieving Better Health]

The State Health Plan has not yet updated the Acute Care Bed Need Services
guidelines, so the following from the Guidelines for Growth are still in effect.

ACUTE CARE BED NEED SERVICES

1. The following methodology should be used and the need for hospital beds
should be projected four years into the future from the current year.

Using the latest utilization and patient origin data from the Joint Annual
Report of Hospitals and the most current population projection series from
the Department of Health, perform the following:

The applicant incorporates the calculation of bed need as performed by the
Department of Health. Therefore, the recitation of the bed need formula from the
Guidelines is not repeated here.

A table showing the bed need calculations for the service area, extracted from the
state-wide calculations from the Department of Health are attached as Attachment C

18



I, Need, 1, (1). Behind that document is the complete state-wide calculations from
the Department of Health.

According to those documents, there is a calculated bed surplus in the service area of
1,250 beds based on licensed beds, and a surplus of 593 beds based on 2012 staffed
beds as reflected in the 2012 JARs. For Knox County, the calculated surplus is 263
based on licensed beds, and 163 based on staffed beds.

The calculated bed surplus does not obviate UTMC’s need for the requested 44 beds
for the reasons explained below.

UTMC’s Need for Medical Surgical Beds:

The University of Tennessee Medical Center, the region’s only academic medical
center, serves as the regional referral center and sole Level I trauma center for a 21
county service area. The current number of medical-surgical beds is not adequate to
provide care for all patients who are referred for acute care. The following facts
clearly evidence the need for additional medical surgical beds.

As reflected on Attachment C, I, Need, 1, Chart 1 in 2013 the adult medical surgical
occupancy rate averaged 89.1%, and exceeded 85% every month. There is very little
fluctuation in the occupancy — the beds are consistently highly utilized.

As reflected on Attachment C, I, Need, 1, Chart 2 in 2013 the 11 adult med-surg units
at UTMC averaged 95% or greater occupancy 165 days during the year, and 90% or
greater occupancy 232 days during the year.

As reflected on Attachment C, I, Need, 1, Chart 3 in 2013 the adult med-surg units
experienced a daily occupancy of 95% or greater occupancy 81 days during the year,
and 80% or greater occupancy 325 days during the year.

Below are several additional contributing factors that necessitate additional medical-
surgical, acute care beds to accommodate the current needs of the region:

e The number of referrals not accepted YTD July 2014 is 384. Of those, 229 were
critical care patients, leaving 155 patients who needed an general medical surgical
bed. If this trend continues there will be over 650 patients in 2014 who need the
services of UTMC, but could not be served due to unavailability of beds.

e Emergency Room visits have increased from 64,500 in 2009 to over 85,000 in
2013. Over 40% of all patients who are treated in the emergency room require use of
an acute care bed during the patient’s stay. The lack of available beds leads to
internal queuing and inefficiencies. In 2014, the average E.D. hold time (the time
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E.D. patients needing an inpatient bed are required to wait for a bed to become
available) has been 235 hours per day. This is drastic increase from 2013, and
reflects the serious bed shortage UTMC is facing.

UTMC Emergency Department
Historic and Projected Visits By Level of Acuity
Projected Projected
ED Visits by CY2013 Acnlf zz;: o | vsis | vsis E.D. Holds (Hours)
Acuity Level (Annualized) |~ vao1s | cyaots
Level [ 865 950 959 969]"
Level 11 15,734 17,715 17,882 18,061)
Level 111 41,166 39,812 40,188 40,590|
Level IV 20,698 20,367 20,559 20,765
Level V 1,982 2,277 2,299 2,322
Trauma 4,288 4.176 4,215 4.258
Totals 84.733 85,296 86,102 86.964|
Treatment Stations 48 57 57 57
Visits Per Station 1.765 1,496 1,511 1,526
2013: 92 average hold hours a day
Source: Internal hospital records 2014: 235 average hold hours a day

UTMC’s Need for Critical Care Beds

In addition to being the region’s only academic medical center and only Level I
trauma center for a 21 county service area, it is one of five Joint Commission
accredited Comprehensive Stroke Centers' in the state and is the only fully trained
Adam Williams Initiative hospital® in Tennessee. These distinctions mark UTMC as
having the infrastructure, staff, equipment and training necessary to provide the
highest level of care to the most complex and critically ill patients in our region.

Over the last several years UTMC has been unable to provide care to all the patients
in the region who needed the specialized intensive care services offered at UTMC.
Each year the hospital is forced to turn away patients referred to it from other
hospitals in the region due to a lack of capacity. In 2013, UTMC declined to accept
for transfer 144 patients requiring adult intensive care treatment. In 2014, that

! The Joint Commission and American Heart Association/American Stroke Association Comprehensive
Stroke Center designation is an advanced certification recognizing hospitals with the specific abilities to
receive and treat the most complex stroke cases leading to better patient outcomes.

*> The Adam Williams Initiative is a philanthropic foundation endorsed by the Brain Trauma foundation, the

American Association of Neurological Surgeons and the National Foundation for Trauma Care,

The

foundation provides free training and capital equipment to military and civilian trauma centers for the
treatment of severe traumatic brain injuries. The Initiative’s goal is to help establish a higher standard of
care for traumatic brain injury patients.
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number increased to 229 patients from January - August. If this continues that
number could reach 344 by the end of the year.

Of the patients refused transfer to UTMC, 16.2% of the patients this year were
patients suffering a neurological injury/illness, 40.6% suffered from an acute medical
illness that exceeded the ability of the hospital currently providing care, necessitating
transfer to a facility with more resources in terms of equipment, training and
specialized care providers. Currently the Medicare Case Mix Index for patients
treated at UTMC is 1.99. Having such a high CMI value reflects the clinical
complexity and resources needed for the patients cared for by UTMC and further
demonstrates the ability of UTMC to provide the highest level of care possible to the
most critically ill and injured patients.

Due to capacity constraints and a record volume of requests for transfers to UTMC
ICUs from the region, the hospital has been on critical (intensive) care hold 114 of the
243 days elapsed January through August in 2014. The result is an increase in the
average number of days being on critical (intensive) care unit hold of 9 per month in
2013 to 14 per month in 2014. Thus in 2014 ICU patients were declined for transfer
to UTMC’s ICU roughly 47% of the time.

Requests for ICU patient transfers tend to come in clusters particularly when UTMC
is on critical (intensive) care hold. As many as 8 patients in one 24 hour period have
been refused for transfer to UTMC due to all intensive care units being full to
capacity. UTMC aims to maintain a goal occupancy rate of 70% - 80% to maintain
maximal efficiency and effectiveness.

August year-to-date 2014, there are multiple examples of between 10-14 patients
requiring intensive care being unable to transfer to UTMC’s ICU within a 3
consecutive day period. With an average ICU ALOS of 3.59 days, a 16 bed ICU
would have an occupancy rate from 63% to 88%, while all other current ICUs would
be running at 100% occupancy (on days the hospital is on critical (intensive) care unit
hold).

The need for additional critical care beds at UTMC is clearly evidenced by the
historical utilization and occupancy of the existing critical care beds:

As reflected on Attachment C, I, Need, 1. Chart 4 the adult critical care units
occupancy rate averaged 78.3%, and exceeded 70% every month except for one.
There is very little fluctuation in the occupancy — the beds are consistently highly
utilized. And it is important to note that critical care beds, because they are
distributed among smaller nursing units due to higher patient acuity, cannot be run at
the 80% target threshold for all hospital bed types.
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As reflected on Attachment C, I, Need, 1, Chart 5 in 2013 all adult critical care units
at UTMC averaged 95% or greater occupancy on 78 days during the year, and 90% or
greater occupancy on 115 days during the year.

As reflected on Attachment C, I, Need, 1, Chart 6 in 2013 the daily occupancy on all
adult critical care units at UTMC exceeded 80% 183 days during the year, exceeded
85% on 104 days, exceeded 90% on 41 days, ,and exceeded 95% on 9 days.

These occupancies are clearly unacceptable for critical care beds. By increasing adult
intensive care bed capacity UTMC will be better able to serve the needs of the
residents and visitors in the region.

UTMC’S_ Need for Teaching Beds

Another factor contributing to the need for addition beds relates to UTMC’s position
as the only academic medical center in the region. UTMC has a total of 210
Residents and Fellows (physicians in advanced training seeing patients every day and
fulfilling our commitment as a teaching hospital and training the next generation of
physicians). 18 of this number are in Dentistry (10 are in Oral-Maxillofacial Surgery
and are essential to the trauma programs). 27 of these Residents/Fellows are
supported through funding directly from UTMC.

In order to maintain accreditation for these training programs certain patient volumes
and encounters are required. As medical schools are encouraged to increase
enrollments to meet the projected physician shortages, additional resident/fellow
positions will be required at teaching hospitals/academic medical centers. This will
also contribute to the need for additional beds in the future.

The need for additional teaching beds, whether they be medical surgical or critical
care, cannot be quantified, but this is nonetheless an important contributing factor to
be taken into account.

Verification of Bed Need Projections -- Poisson Probability Bed Need

UTMC is requesting a total of 44 addition acute care beds. Of these, 28 will be
allocated to general medical surgical use and 16 will be allocated to critical care use.
In order to verify the need for additional beds, and the number of requested beds,
UTMC applied the Poisson Probability Bed Need methodology. The results are
reflected in Attachment C, I, Need, 1, Chart 7.

The Poisson Probability Bed Need methodology is a statistically valid methodology,
generally accepted by health planning professionals. It calculates the number of beds
needed by an inpatient facility in order for that facility to have a given level of
likelihood of having a bed available when needed. For example, the 90% probability
target means that if the facility has the calculated number of beds, there is a 90%
likelihood one will be available when needed.
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This projection methodology is the same approach used in the Acute Care Bed Need
Services formula found in Guidelines for Growth, 2000 Edition. For purposes of this
projection, we considered only adult ICU beds and adult medical surgical beds.
Rather than applying the formula to the entire service area, UTMC instead applied it
to UTMC based on historical utilization.

1. “The need for hospital beds should be projected four years into the future from the
current year.” UTMC’s projection year is 2018.

2. “Determine the current Average Daily Census (ADC) in each county.” The
service area is comprised of UTMC’s traditional 21 service area counties. In
determining its own bed need, UTMC calculated its own ADC, rather than that for the
service area as a whole. The 2013 average daily census (ADC) is based upon actual
hospital—w3ide experience at UTMC for the adult medical/surgical beds and the adult
ICU beds.

3. “Determine the service area population (SAP) in both the current and projected
year.” Population estimates and projections were obtained from the Tennessee Office
of Health Statistics, revised 6/2013. The UTMC 21-county SAP growth rate is 4.8%
for the period from 2013 to 2018.

4. “Determine the projected Average Daily Census as: Projected ADC = Current
ADC x (Projected SAP + Current SAP).” Current 2013 UTMC ADC was multiplied
by (1 + 4.8%) to yield projected 2018 UTMC ADC.

5. “Calculate Projected Bed Need for each county as: Projected Need = Projected
ADC + 2.33 x V(Projected ADC).” According to a normal probability distribution
function, 2.33 is the Z Score that corresponds with 99% probability of having a bed
available when a bed is needed. For sensitivity purposes, and to be conservative with
bed need projections, UTMC also provides the 90% probability (Z = 1.28) and the
95% probability (Z = 1.645).

6. Determine the 2018 Projected Net Bed Need as: 2018 Net Bed Need or (Surplus)
= 2018 Projected Need - 2013 Licensed Beds. Since it is impossible to have a
fraction of a bed available, Projected Need is always rounded up to the next whole
integer (e.g., 15.1 #15, 15.1 =16; 15.9=16). ’

The results of applying the formula to UTMC reflect the following:

7 UTMC does not maintain a separate unit for observation patients, or even outpatient bedded patients.
Observation patients are cared for on the nursing units in the unit most closely associated with the patient’s
diagnosis. Though observation patients are a rarity in the ICU units, some are distributed among the
medical/surgical units. Like many hospitals without distinct observation units, UTMC’s bed need must
consider the mix of traditional inpatients with observation patients, etc. These distinctions are becoming
even more blurred with federal implementation of the 2-Midnight Rule. However these various patients are
categorized for reimbursement purposes, there is no distinction operationally and all require a bed.
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Conclusion: UTMC’s request for 16 additional adult ICU beds and 28 additional
adult medical/surgical beds is consistent with Projected Bed Need at the 90%
probability (17 beds and 57 beds, respectively), the 95% probability (25 beds and 79
beds, respectively) as well as the 99% probability (39 beds and 118 beds,
respectively). Rather than seeking the full 157 additional beds (39 + 118 = 157)
according to the 99% probability using the official acute care bed need methodology,
UTMC is seeking far fewer beds — only 44 additional beds (16 + 28 = 44).

Approval of UTMC’s request for 16 additional adult ICU beds and 28 additional
adult medical/surgical beds will result in 91 total adult ICU beds (75 + 16 = 91) and
402 total adult medical/surgical beds (337 +5 previously out of service + 32 to be put
in service in the Heart Hospital in November +28 = 402). With a projected ADC of
62.1 and 298.6, respectively, UTMC’s 2018 projected occupancy, based on this
methodology, is nearly 70% for adult ICU (62.1 + 91 = 68.2%) and nearly 75% for
adult medical surgical (300.8 + 402 = 74.3%).*

Conclusion: The official Acute Care Bed Need Services methodology found in
Guidelines for Growth, 2000 Edition projects a surplus of beds in Knox County,
UTMC’s 21-county service area and throughout the entire state. The same
methodology, applied to UTMC itself, projects a need for additional adult ICU beds
and adult medical/surgical beds. That a single methodology produces such disparate
results testifies to the high utilization at UTMC and requires further evaluation.
Therefore, UTMC also presents bed need projections based upon additional factors
that are specific to its tertiary regional referral hospital role.

2. New Hospital beds can be approved in excess of the “need standard for a
county” if the following criteria are met:

a)  All existing hospitals in the projected service area have an occupancy
level greater than or equal to 80 percent for the most recent Joint Annual
Report. Occupancy should be based on the number of licensed beds that are
staffed for two consecutive years.

According to data received from the Department of Health, this occupancy threshold
is not met. The average occupancy rates for hospitals in the service area are 46.7%
on licensed beds, and 53.6% on staffed beds.

This does not obviate the need for the requested beds at UTMC. The immediately
preceding response explains UTMC’s need for the beds, regardless of any surplus of

* The projected utilization charts shown in response to Question C, I, Need, 6 reflect different occupancy
rates, because those are based on the applicant’s actual historical growth in patient days, whereas the
Poisson methodology is based on the service area population growth rate only. Accordingly, this is a much
more conservative methodology and results in lower projected occupancy.
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beds in the service area as a whole. This need is verified by applying the bed need
formula to UTMC’s historical utilization.

Additionally, the unique and specialized services provided by UTMC, as well as
patient choice and physician preference, all strongly support the need for additional
bed capacity at UTMC, and dictate against a strategy of continuing to turn away
would-be admissions with the patients presumably finding a bed at another area
hospital.

UTMC is a tertiary, regional referral hospital with significant admissions coming
from throughout the 21 county primary service area and beyond. “A bed is a bed” is
not a truism that applies to UTMC. While there are many high quality hospitals in
the service area, UTMC is unique among these in that it offers all of the following
special services:

o Area’s only Academic Medical Center
e Area’s only Level I Trauma Center
o Renal Transplant Center

° Regional Perinatal Center (Level II and III NICU)
. Pediatric Heart Program

. Hemophilia Center

o Adult Cystic Fibrosis Center

o LIFESTAR Aeromedical Program |

The number of declined admissions at UTMC due to the unavailability of beds is
significant and growing. (See discussion in response to the immediately preceding
question). The additional capacity at UTMC will remedy this, at least for the time
being, and allow the hospital to admit and treat patients for whom they, their families
and/or physicians have determined that UTMC is the provider of choice.

b) All outstanding CON projects for new acute care beds in the proposed
service area are licensed.

There are no unimplemented CONs for additional acute care beds in the service area.
¢) The Health Facilities Commission may give special consideration to

acute care bed proposals for specialty health service units in tertiary care
regional referral hospitals.
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UTMC is a tertiary care regional referral hospital. Significant numbers of referrals
and admissions are received from the defined 21 county service area. UTMC is the
only Level I Trauma Center in the service area, resulting in a high volume of E.D.
visits and admissions. UTMC is also the only academic medical center in the region,
providing a training site and educational resources for future physicians and other
health care practitioners.

[End of responses to Acute Care Bed Need Services from the Guidelines for
Growth]

The Guidelines for Growth also includes standards and criteria for hospital expansion
and renovation projects. Responses to these are reflected below.

CONSTRUCTION, RENOVATION, EXPANSION, AND REPLACEMENT OF
HEALTH CARE FACILITIES.

1. Any project that includes the addition of beds, services, or medical
equipment will be reviewed under the standards for those specific activities.

Responses to the Acute Care Bed Need Services guidelines are included in the
immediately preceding section.

2. For relocation or replacement of existing licensed health care institution:

a. The applicant should provide plans which include costs for both renovation
and relocation, demonstrating the strengths and weaknesses of each alternative.

N/A. This application does not include a replacement facility or relocation.
3. For renovation or expansions of an existing licensed health care institution:

a. The applicant should demonstrate that there is an acceptable existing
demand for the proposed project.

NICU Expansion: Of the 67 licensed NICU beds, 33 of those are currently housed on
an open floor which has no dividing walls between the beds. There is also no
external natural lighting available on this unit. While the highest level of care is
obviously still provided on this unit, the private rooms, larger per bed space, and
external lighting are all significant improvements in comfort and privacy for the
infants and their families. There is no space available within the walls to provide
these improvements, so the proposed addition is necessary.

This is the second phase of renovation to the NICU. The first phase was completed in
February, 2007 and consisted of essentially the same changes — converting a multi-
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basinet, open floor unit to separately walled, mostly single rooms. This proposed
second phase will complete the renovation and modernization of the 67 bed NICU.
No beds are being added to the NICU.

ICU Expansion/Addition: UTMC currently has 80 ICU/CCU beds. Occupancy on
the ICU beds runs extremely high, and additional capacity is needed. UTMC intends
to allocate 16 of the requested 44 additional acute care beds to ICU use. The need for
these beds is addressed elsewhere in this application. There is no physical space
within the walls to house the beds, so the addition is necessary. The proposed
addition of the NICU will extend out over what is now the roof of the 2™ floor, and
the proposed ICU addition will be constructed on top of the NICU addition.

Renovation/Conversion of 6™ Floor South to Inpatient Rooms: UTMC proposes to
allocate 28 of the requested 44 additional acute care beds to general medical/surgical
use. The need for these beds is addressed elsewhere in this application. These 28
new med/surg beds will be located on the 6 floor of the East Pavilion. This space is
currently being used for non-inpatient care purposes. These existing uses will be
relocated to existing space in a medical office building on the campus. The space will
be renovated into 28 private inpatient rooms. This is a more cost effective approach
than new construction, although specific cost estimates for new construction of
roughly 12,000 square feet of new construction were not obtained.

b. The applicant should demonstrate that the existing physical plant’s condition
warrants major renovation or expansion.

The renovations being made to the existing space is not based on the condition of the
physical plant. As explained above, the renovations are being made to accommodate
and tie into the new space, and/or to convert the use of the space.

[End of responses to Renovation/Expansion Guidelines)

b. Applications that include a Change of Site for a health care institution,
provide a response to General Criterion and Standards (4)(a-c)

N/A.

. Describe the relationship of this project to the applicant facility’s long—i‘ange
development plans, if any.

Long range planning and development is an on-going process at UTMC, in order to
keep pace with patients’ needs and demands for services. Over the last approximately
10 years, UTMC has received CON approvals for the following projects:

o Addition of a PET/CT (CN0310-089A)

© Addition of a Cyber Knife (CN0402-007A)
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o Addition of a second Linear Accelerator (CN0803-019A)

° Construction of a 4 floor addition for cardiac services now known as the
Heart Hospital (CN0801-004A)

o Build out of the 3™ and 4™ floors of the Heart Hospital (originally shelled
space) (CN0912-056A)

. Addition of a 3.0 Tesla MRI (CN1002-008A)

. A 28,000 square foot expansion of the surgical facilities and a net increase
of 10 ORs (CN1005-022A)

As previously mentioned, UTMC also accomplished the Phase I modernization of the
NICU in February, 2007 which did not require CON approval.

All of these improvements and expansions have been accomplished without any
addition of acute care beds. Now the demand for inpatient beds and the extremely
high utilization of existing beds, discussed above and elsewhere in the application,
necessitates additional beds. UTMC has taken interim measures to free up bed space,
and while those steps have provided some limited temporary relief, only the
additional licensed beds can provide the additional inpatient capacity needed. The
interim measures taken by UTMC to maximize bed capacity are described in response
to question C, II, Economic Feasibility 11.

. Identify the proposed service area and justify the reasonableness of that

proposed area. Submit a county level map including the State of Tennessee
clearly marked to reflect the service area. Please submit the map on 8 1/2” x 11”

The primary service area consists of the following 21 counties: Anderson, Blount,
Campbell, Claiborne, Cocke, Cumberland, Fentress, Grainger, Hamblen, Hancock,
Hawkins, Jefferson, Knox, Loudon, McMinn, Monroe, Morgan, Roane, Scott, Sevier,
and Union. Residents of these counties accounted for 25,108, or 92.5%, of the 27,143
total discharges from UTMC in 2013.

A map of the service area is attached as Attachment C, I, Need, 3.

. A. Describe the demographics of the population to be served by this proposal.

A table reflecting the population and relevant demographics of the service area is
attached as Attachment C, I, Need, 4.

B. Describe the special needs of the service area population, including health
disparities, the accessibility to consumers, particularly the elderly, women, racial
and ethnic minorities, and low-income groups. Document how the business plans
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of the facility will take into consideration the special needs of the service area
population.

As reflected in the Population and Demographics table attached as Attachment C, I,
Need, 4, there are several relevant demographic characteristics of the service area
population which support the need for additional inpatient capacity at UTMC.

Every county in the service area has a larger percentage of residents age 65+ to the
total population than does the state as a whole.

14 of the 21 counties in the service area have a larger proportion of TennCare
enrollees than does the state as a whole.

13 of the 21 counties in the service area have a larger proportion of its population
living below poverty level than does the state as a whole.

So in general, the service area population is older and poorer than the population of
the state as a whole. The elderly population tend to be heavier users of medical
services, including inpatient hospital services, than does the younger population. So
having beds available at UTMC to meet this population’s health needs is important.
UTMC’s services are available to all regardless of financial status or payor source.
UTMC is in network with all TennCare MCOs in the region. So the economically
disadvantaged would benefit from this proposal as well.

. Describe the existing or certified services, including approved but
unimplemented CONSs, of similar institutions in the service area. Include
utilization and/or occupancy trends for each of the most recent three years of
data available for this type of project. Be certain to list each institution and its
utilization and/or occupancy individually. Inpatient bed projects must include
the following data: admissions or discharges, patient days, and occupancy.
Other projects should use the most appropriate measures, e.g., cases,
procedures, visits, admissions, etc.

Data from the Department of Health reflecting beds, patient days and occupancy for
each hospital in the 21 county service area is attached as Attachment C, I, Need, 5 (1).
This is the most recent compiled data the Department of Health has available.
Although it does not reflect 3 years of data, this should be considered sufficient since:
(1) occupancy rates are clearly below the 80% threshold, and the applicant does not
dispute that; and (2) the need for the beds at UTMC is not obviated by the fact there
are open beds elsewhere in the service area. Please see the discussion in response to
standard 2 of the Acute Care Bed Needs, earlier in this application.

A list of the outstanding CONs held by hospitals in the service area is attached as
Attachment C, I, Need, 5 (2). There are no unimplemented CONSs for additional acute
care beds in the service area. These projects will not impact, or be impacted by, this
project.
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6. Provide applicable utilization and/or occupancy statistics for your institution for

each of the past three (3) years and the projected annual utilization for each of
the two (2) years following completion of the project. Additionally, provide the
details regarding the methodology used to project utilization. The methodology
must include detailed calculations or documentation from referral sources, and
identification of all assumptions.

The historic utilization of adult medical surgical and adult critical care beds at UTMC
and the projected utilization of the requested beds are reflected in the tables below.

UTILIZATION OF MEDICAL — SURGICAL BEDS
UTMC 2012 through PROJECT YEAR 2
Mgd: Average Total
SUIE Inpatient | Occupancy | Observation Total
Year Beds P X pancy Patient Average
Days without Obsv. Days ,
Days Occupancy with Obsv.
Days
Days
Historic
CY2012 327 82,852 69.4% 15,888 | 98,740 82.7%
CY2013* 319 87,822 75.4% 16,154 | 103,976 89.3%
CY2014** 342 91,208 73.1% 25,013 | 116,220 93.1%
Projected
Year 1 402 106,303 72.4% 21,261 | 127,564 86.9%
Year 2 402 107,366 73.2% 21,473 | 128,840 87.8%

*Excluded 4E because unit had to be temoporarily closed frm Jan.-Sept.
**4Annualized on 8 months data
Source: Internal hospital records

PROJECTED UTILIZATION OF ADDITIONAL MED-SURG BEDS
UTMC FLOOR 6 SOUTH -- through PROJECT YEAR 2

No. of Average Total
Year Beds |Inpatient| Occupancy Observation Total Patient Average
Days | without Obsv. Days Days i
D Occupancy with Obsv. Days
ays
Historic

Projected
Year 1 28 7,358 72.0% 1,840 9,198 90.0%
Year 2 28 7.506 73.4% 1.876 9,382 91.8%
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UTILIZATION OF CRITICAL CARE BEDS (Excludes Pediatric ICU) ICU)
UTMC 2012 through PROJECT YEAR 2
Critical Care Inpatient Average Occupancy
Year npatien without Obsv. Observation Days
Beds Days
Days**
Historic
CY2012 75 21,687 79.2% n/a
CY2013 75 21,563 78.8% n/a
CY2014* 75 22,346 81.6% n/a
Projected
Year 1 91 27,241 82.0% n/a
Year 2 91 27.606 83.1% n/a
UTILIZATION OF ADDITIONAL BEDS
UTMC NEW ICU Through PROJECT YEAR 2
No. of
Beds . Average Occupancy
Inpatient
Year fipatien without Obsv. Observation Days
Days
Days*

Historic
CY2012
CY2013 |5
CY20 14* Y g B .____'1{ Jl-____._...._,._.-__:..i-....;_.._.._.'_..L_. e i s S
Projected
Year 1 16 4672 80.0% n/a
Year 2 16 4765 81.6% n/a

* There very few observation days on the critical care units.

These projections were derived by extrapolating historic growth rates for both
inpatient and observation days at UTMC. It was assumed the inpatient growth rates
would remain constant throughout the projection period. Downward adjustments
were made to the observation days, because it is believed the most recent accelerated
growth in observation days is spawned in part by recent CMS policy changes, e.g.,
the “two midnight rule.” Also taken into consideration was the number of referrals
and transfers to UTMC that had to be refused due to a lack of beds. Different time
bases were applied to the different units, because the med-surg unit is projected to
open before the critical care unit.
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II. ECONOMIC FEASIBILITY

1. Provide the cost of the project by completing the Project Costs Chart on the
following page. Justify the cost of the project.

All projects should have a project cost of at least $3,000 on Line F.
(Minimum CON Filing Fee). CON filing fee should be calculated
from Line D. (See Application Instructions for Filing Fee)

The cost of any lease (building, land, and/or equipment) should be
based on fair market value or the total amount of the lease payments
over the initial term of the lease, whichever is greater. Note: This
applies to all equipment leases including by procedure or “per click”
arrangements. The methodology used to determine the total lease cost
for a "per click" arrangement must include, at a minimum, the
projected procedures, the ""per click" rate and the term of the lease.

The cost for fixed and moveable equipment includes, but is not
necessarily limited to, maintenance agreements covering the expected
useful life of the equipment; federal, state, and local taxes and other
government assessments; and installation charges, excluding capital
expenditures for physical plant renovation or in-wall shielding, which
should be included under construction costs or incorporated in a
facility lease.

For projects that include new construction, modification, and/or renovation;
documentation must be provided from a contractor and/or architect that support

the estimated construction costs.

A completed Project Cost Chart is attached following this response.

Justification of the reasonableness of the estimated cost is provided in response to
question C, 1I, Economic Feasibility, 3 below.

A letter from the project architect is attached as Attachment C, II, Economic Feasibility,

1.
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PROJECT COSTS CHART

Construction and equipment acquired by purchase:

1. Architectural and Engineering Fees 3 801,576.00

2. Legal, Administrative, Consultant Fees $ 45,000.00

3. Acquisition of Site NA

4. Preparation of Site NA

5. Construction Costs $ 16,031,504.00

6. Contingency Fund $ 2,404,726.00

7. Fixed Equipment (Not included in 3 2,604,230.00
Construction Contract)

8. Moveable Equipment (List all $ 4,359,965.00
equipment over $50,000.00) Omnicell $70,000

9. Other (Specify)

Acquisition by gift donation, or lease:

1. Facility (Inclusive of building and land) $ =

2. Building Only $ -

3. Land Only $ 5

4. Equipment (Specify) $ -

5. Other (Specify) $ -

Financing Costs and Fees:

1. Interim Financing $ -

2. Underwriting Costs $ -

3. Reserve for One Year's Debt Service $ -

4. Other (Specify) $ -

Estimated Project Cost $ 26,247,001.00

(A+B+C)

CON Filing Fee $ 45,000.00
Total Estimated Project Cost $ 26,292,001.00
(D&E)

TOTAL $ 26,292,001.00
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2. Identify the funding sources for this project.

a. Please check the applicable item(s) below and briefly summarize how the
project will be financed. (Documentation for the type of funding MUST be
inserted at the end of the application, in the correct alpha/numeric order and
identified as Attachment C, Economic Feasibility-2.)

A.

Commercial loan--Letter from lending institution or guarantor stating favorable initial
contact, proposed loan amount, expected interest rates, anticipated term of the loan,
and any restrictions or conditions;

Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing
authority stating favorable initial contact and a conditional agreement from an
underwriter or investment banker to proceed with the issuance;

General obligation bonds—Copy of resolution from issuing authority or minutes from
the appropriate meeting,.

Grants--Notification of intent form for grant application or notice of grant award; or
Cash Reserves--Appropriate documentation from Chief Financial Officer.

A letter from the Chief Financial Officer for UTMC is attached as Attachment C, II,
Economic Feasibility, 2.

Other—Identify and document funding from all other sources.

3. Discuss and document the reasonableness of the proposed project costs. If
applicable, compare the cost per square foot of construction to similar projects
recently approved by the Health Services and Development Agency.

The total estimated project cost is $26,292,001. The largest single item is the
construction cost of $16,031,504, and a related contingency of $2,404,726. The
reasonableness of this cost is verified by the project architect in Attachment C, II,
Economic Feasibility, 1.

As reflected on the Square Footage and Cost Per Square Footage Chart, the cost for
renovation range from $200 per square foot to $299 per square foot. The new
construction costs range from $336 per square foot to $346 per square foot.

The renovation cost p.s.f. is slightly above the 3™ Quartile of approved CON hospital
costs for applications approved 2011-2012, which is $249 p.sf. The new
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construction cost is likewise slightly above the 3" Quartile of approved CON hospital
costs for applications approved 2011-2012, which is $324 p.s.f. Part of the reason the
UTMC estimated cost is higher is due to inflation, and part of it is due to the fact this
construction job has challenges as far as extending out over a current roof area. This
is generally more expensive that building on open ground.

The next largest cost is movable equipment at a cost of $4,359,965. No major
medical equipment is involved. The only single piece of equipment is an Omnicell,
which is a medication dispensing unit, which is state of the art and will be tied into
patients’ Electronic Health Records. All equipment purchases were negotiated at
arms-length among experienced healthcare purchasers and vendors and are
reasonable.

The Architectural and Engineering fees were likewise negotiated at arms-length and
the professionals providing these services are experienced and well known to the
management team at UTMC. These fees are reasonable.

Complete Historical and Projected Data Charts on the following two pages--Do
not modify the Charts provided or submit Chart substitutions! Historical Data
Chart represents revenue and expense information for the last three (3) years for
which complete data is available for the institution. Projected Data Chart
requests information for the two (2) years following the completion of this
proposal. Projected Data Chart should reflect revenue and expense projections
for the Proposal Only (i.e., if the application is for additional beds, include
anticipated revenue from the proposed beds only, not from all beds in the
facility).

Attached on the pages following this response are the following:
A Historical Data Chart for UTMC.
A Projected Data Chart for the requested medical surgical beds.

A Projected Data Chart for the requested ICU beds.
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HISTORICAL DATA CHART

UNIVERSITY HEALTH SYSTEM, INC

UTILIZATION/OCCUPANCY DATA

Patient Days
Admissions

REVENUE FROM SERVICES TO PATIENTS

Inpatient Services
Outpatient Services
Emergency Services
Other Operating Revenue

GROSS OPERATING REVENUE
DEDUCTIONS FROM OPERATING REVENUE

Contract Deductions
Provision for Charity Care
Provision for Bad Debt

Total Deductions
NET OPERATING REVENUE
OPERATING EXPENSES

Salaries and Wages
Physicians' Salaries and Wages
Supplies
Taxes
Depreciation
Rent
Interest, Other than Capital
Management Fees

Fees to Affiliates

Fees to Non-Affiliates
Other Expenses

TOTAL OPERATING EXPENSES

OTHER REVENUE (EXPENSES) - NET

Contributions used for purchase of property and equipment
Investment Income

Change in Fair Value of Interest Rate Swap

Unrealized Gain (Losses)

TOTAL OTHER REVENUE - NET

NET OPERATING INCOME (LOSS)

Capital Expenditures
Retirement of Principal
Interest

Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES
NOI LESS CAPITAL EXPENDITURES
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2013 | [ 2012 | 2011 |
145,140 140,304 141,965
27,179 26,236 26,588
1,034,322,749 §  937,230432 § 880,069,438
1,018,516,185 870,308,063 743,807,763
92,401,748 80,512,914 68,241,021
36,292,682 36,995,697 36,690,667
2,181,533,364 1,925,047,106 1,728,808,889
1,441,202,952 1,261,043,583 1,108,777,267
49,563,752 30,743,462 32,131,927
62,179,073 61,153,134 49,017,030
1,552,946,777 1,352,940,179 1,189,926,224
628,587,587 572,106,927 538,882,665
226,210,720 216,440,445 208,352,621
46,764,821 39,500,656 33,327,871
164,820,110 139,559,061 125,127,338
228,252 252,680 287,252
25,931,840 24,490,737 22,662,789
7,412,191 6,156,839 5,388,803
6,280 4,533 11,800
0 0 0
8,108,002 3,127,263 2,457,722
131,992,484 126,080,252 119,912,049
611,474,700 555,612,466 517,518,245
1,922,094 3,606,812 983,710
3,464,115 5,049,548 4,715,736
(3,929,172) 3,995,761 2,216,165
2,435,254 2,909,055 (1,610,159)
3,892,291 15,561,176 6,305,452
21,005178 $__ 32056637 $ 27,669,872
10,998,099 11,339,053 11,664,838
12,270,742 12,214,135 12,139,210
23,268,841 § 23,563,188 § 23,804,048
21,005,178 32,055,637 27,669,872
23,268,841 23,553,188 23,804,048
(2,263,663) $ 8502449 $ 3,866,824



JTHER EXPENSES

‘urchased Services

sraduate Medical Education Reimbursement
Jsurance

faintenance and Utility

Jther Expenses
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2013 2012 2011
78,739,560 73,271,747 68,172,873
31,806,637 31,120,692 30,167,311
6,644,783 6,917,679 6,863,907
14,033,136 13,789,116 13,278,203
768,368 981,018 1,429,755
131,992,484 126,080,252 119,912,049



PROJECTED DATA CHART

Acute Care Beds (28)

Give information for the two (2) years following completion of this proposal. The fiscal year begins in January

Utilization/Occupancy Data (Inpatient Days and OBS)*

Revenue from Services to Patients

. Inpatient Services

. Outpatient Services (Observation patients)
. Emergency Services

. Other Operating Revenue (Specify)

Gross Operating Revenue

A WN -

Deductions from Operating Revenue

1. Contractual Adjustments

2. Provisions for Charity Care

3. Provisions for Bad Debt
Total Deductions

NET OPERATING REVENUE

D.

Operating Expenses

Salaries and Wages
Physicians' Salaries and Wages
Supplies
Taxes
Depreciation
Rent
Interest, other than Capital
Management Fees:
a. Fees to Affiliates
b. Fees to Non-Affiliates
8. Other Expenses

Specify:
Total Operating Expenses

ONO GO RN =

Other Revenue (Expenses)--Net
Specify:

NET OPERATING INCOME (LOSS)

F.

Capital Expenditures

1. Retirement of Principal
2. Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES
NOI LESS CAPITAL EXPENDITURES

* 7,358 Inpatient days and 1,840 observation patients
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Year 1 Year 2

9,198 9,382
$ 52,409,454 $ 53,981,738
$ 11,240,293 $ 11,577,602
$ $
$ $
$ 63,649,747 $ 65,559,239
$ 43,600,077 $ 45,235,875
$ 1,718,543 $ 1,770,099
$ 1635798 § 1,684,872
$ 46,954,418 $ 48,690,847
$ 16,695,329 $ 16,868,392
$ 8,060,728 $ 8,411,857
$ - $ -
$ 6,747,312 $ 6,910,758
$ o $ -
$ 321,338 3 321,338
$ - $ -
$ = $ -
$ - $ -
$ - $ -
$ - $ -
$ 1,095,437 $ 1,128,520
$ 16,224,815 $ 16,772,472
$ 470,514 $ 95,920
$ -

$ -

$ 470,514 $ 95,9820
$ - $ -
$ 470,514 $ 95,920




PROJECTED DATA CHART

Critical Care Beds (16)

Give information for the two (2) years following completion of this proposal. The fiscal year begins in January

A. Utilization/Occupancy Data (Inpatient Days)

B. Revenue from Services to Patients

Inpatient Services

Outpatient Services

Emergency Services

Other Operating Revenue (Specify)
Gross Operating Revenue

N =

C. Deductions from Operating Revenue

1. Contractual Adjustments

2. Provisions for Charity Care

3. Provisions for Bad Debt
Total Deductions

NET OPERATING REVENUE
D. Operating Expenses

Salaries and Wages
Physicians' Salaries and Wages
Supplies
Taxes
Depreciation
Rent
Interest, other than Capital
Management Fees:
a. Fees to Affiliates
b. Fees to Non-Affiliates
9. Other Expenses

Specify:
Total Operating Expenses

O N AN~

E. Other Revenue (Expenses)--Net
Specify:

NET OPERATING INCOME (LOSS)
F. Capital Expenditures

1. Retirement of Principal
2. Interest
Total Capital Expenditures

NET OPERATING INCOME (LOSS)
LESS CAPITAL EXPENDITURES
NOI LESS CAPITAL EXPENDITURES

CON_2014 Critical Care Beds_v5

39

Year 1 Year 2
4,672 4,765
$ 40,801,046  $ 42,025,077
$ - $ -
$ $
$ $
$ 40,801,046 § 42,025,077
$ 28,152,722  § 29,207,429
$ 1,101,628 % 1,134,677
$ 1,048,587 § 1,080,044
$ 30,302,937 $ 31,422,150
$ 10,498,109  § 10,602,927
$ 4767281  $ 4,042 444
$ - $ -
$ 4429850 § 4,547,325
$ - $ -
$ 439,843 $ 439,843
$ - $ -
$ - $ -
$ - $ -
$ - $ -
$ - $ -
$ 624,833 $ 643,703
$ 10,261,808  § 10,573,315
$ 236,302 $ 29,612
$ -
$ 236,302 § 29,612
$ - $ -
$ 236,302 $ 29,612

9/11/20145:53 PM



5. Please identify the project’s average gross charge, average deduction from
operating revenue, and average net charge.

New Medical Surgical Beds:

Average Gross Charge per day: $6,919.95
Average Deduction per day: $5,104.85
Average Net Charge per day: $1,815.10

New Critical Care Beds:

Average Gross Charge per day: $8,733.10
Average Deduction per day: $6,487.07
Average Net Charge per day: $2,246.03

6. A. Please provide the current and proposed charge schedules for the proposal.
Discuss any adjustment to current charges that will result from the
implementation of the proposal. Additionally, describe the anticipated revenue
from the proposed project and the impact on existing patient charges.

Current and proposed charges for the relevant hospital services are reflected below.
The charge increases represent normal increases over an approximate two year
period, and are not a direct result of this proposal.

University of Tennessee Medical Center

Current vs. Projected Relevant Charge Data

Ist Year
Ist Year Current Proposed
Current Avg. Proposed Room & Room &
Total Avg. Total Board Board
Charge/Day | Charge/Day | Charge/Day | Charge/Day
NICU Level 1 &2 | 6,255 6,442 4,700 4,841
NICU Level 3 6,255 6,442 5,400 5,562
Critical Care 8,733 8,733 2,694 2,694
Acute Care
(Inpatient) 7,222 7,222 1,045 1,045
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B. Compare the proposed charges to those of similar facilities in the service
area/adjoining service areas, or to proposed charges of projects recently
approved by the Health Services and Development Agency. If applicable,
compare the proposed charges of the project to the current Medicare allowable
fee schedule by common procedure terminology (CPT) code(s).

Comparable average charges of other providers for these services are not available to
the applicant. Medicare payments rates for average charges reflected above are
likewise not available.

. Discuss how projected utilization rates will be sufficient to maintain cost-

effectiveness.

As reflected on the Projected Data Chart, both the med/surg and the ICU bed
additions will have a positive net operating income in the first year of operation. The
margins decrease in the second year, resulting from assumed declining
reimbursement rates from government payors. The med/surg unit shows a small
operating loss in Year 2. In any event, the Financial Statements reflect sufficient
assets to ensure financial viability.

Discuss how financial viability will be ensured within two years; and
demonstrate the availability of sufficient cash flow until financial viability is
achieved.

As reflected on the Projected Data Chart, both the med/surg and the ICU bed
additions will have a positive net operating income in the first year of operation. The
margins decrease in the second year, resulting from assumed declining
reimbursement rates from government payors. The med/surg unit shows a small
operating loss in Year 2. In any event, the Financial Statements reflect sufficient
assets to ensure financial viability.

Discuss the project’s participation in state and federal revenue programs
including a description of the extent to which Medicare, TennCare/Medicaid,
and medically indigent patients will be served by the project. In addition, report
the estimated dollar amount of revenue and percentage of total project revenue
anticipated from each of TennCare, Medicare, or other state and federal sources
for the proposal’s first year of operation.

UTMC participates in both the Medicare and TennCare programs. UTMC contracts
with all TennCare MCOs in the region. In addition, effective January 1, 2015 UTMC
will be under contract with AmeriGroup Community Care.

For the whole hospital, the following was the Medicare and TennCare payor mix for
the 12 months ending July 31, 2014:
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10.

11.

Medicare: 46%
TennCare: 13%

As applied to net revenues on the Projected Data Charts for the Med/Surg beds and
the ICU beds, respectively, the estimated revenue from each program are as follows:

Program Med/Surg ICU
Medicare: $7,679,851 $4,829,130
TennCare: $2,170,393 $1,364,754

Provide copies of the balance sheet and income statement from the most recent
reporting period of the institution and the most recent audited financial
statements with accompanying notes, if applicable. For new projects, provide
financial information for the corporation, partnership, or principal parties
involved with the project. Copies must be inserted at the end of the application,
in the correct alpha-numeric order and labeled as Attachment C, Economic
Feasibility-10.

A copy of audited financials for University Health System, Inc. is attached as
Attachment C, II, Economic Feasibility 10. The attached copy does not include the
Notes (approximately 25 pages) but the same can be furnished upon request.

Describe all alternatives to this project which were considered and discuss the
advantages and disadvantages of each alternative including but not limited to:

a. A discussion regarding the availability of less costly, more effective, and/or
more efficient alternative methods of providing the benefits intended by the
proposal. If development of such alternatives is not practicable, the applicant
should justify why not; including reasons as to why they were rejected.

Over the past several years, UTMC has done all it can, short of adding additional
licensed beds, to make more beds available to more patients needing them. This has
consisted of moving beds from relatively lower utilized service lines to the higher
used lines. It is using all beds for which there is physical space to use. In November
it will open an additional 32 beds in the 4™ floor of the Heart Hospital.

In addition to the above, UTMC has implemented numerous LEAN and
improvement projects to decrease length of stay and increase efficiency in the
management of patients. Several of these are reflected below.
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LRG / Lean Projects Year Began (first Current Project
cycle of A3 /Lean | (supplemental cycles)

Project)
Acute Care - HO to HI 2013 Yes
Critical Care - HO to HI (Incl. 2013 Yes
ICU Transfers)
EVS - Bed Turn Around Times 2012, 2013 Yes

NES — Meal Prep Times (for pts 2014
who can D/C after eating)

Nursing - Outpatient Bedded 2012

Nursing - Rounding 2013

Nursing & Case Management - 2012, Re-launch planned; Active
Discharge by 3pm (different initiative

scopes: global, 3East)

Mother/Baby Discharge 2012

Timeliness

Laboratory / Phlebotomy — 2013

Timeliness / Result Turn Around

While all of these steps have had some success in maximizing current bed capacity,
no realistic alternative remains but to add the beds requested.

b. The applicant should document that consideration has been given to
alternatives to new construction, e.g., modernization or sharing arrangements.
It should be documented that superior alternatives have been implemented to
the maximum extent practicable.

Except for the space for the 28 med/surg beds on the 6" Floor of the South Pavilion,
which is being renovated, there is no room in the existing structures for the needed
beds and NICU expansion. There is no alternative to new construction for these
improvements.

(I11.) CONTRIBUTION TO THE ORDERLY DEVELOPMENT OF HEALTH
CARE

1. List all existing health care providers (e.g., hospitals, nursing homes, home care
organizations, etc.), managed care organizations, alliances, and/or networks with
which the applicant currently has or plans to have contractual and/or working
relationships, e.g., transfer agreements, contractual agreements for health
services.

A list of such agreements is attached as Attachment C, III, Orderly Development 1.

2. Describe the positive and/or negative effects of the proposal on the health care
system. Please be sure to discuss any instances of duplication or competition
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arising from your proposal including a description of the effect the proposal will
have on the utilization rates of existing providers in the service area of the
project.

The positive effects of this proposal on the area are significant. Patients needing
acute care and critical care beds at UTMC will be able to access them on a more
consistent basis. Patient holds from the E.D. waiting for an inpatient bed can be
greatly reduced. Seriously ill infants in the NICU and their families will have more
privacy and comfort during the child’s stay in the NICU. And the number of patients
who have to be turned away or transferred to other facilities, contrary to their and/or
their physicians wishes, can be greatly reduced.

It is difficult to see a negative impact this project will have on the system as a whole,
or on any particular provider. While there are of course financial costs involved in
implementing the project, UTMC has the funds in cash reserves, and there will be no
direct impact on patient charges.

While some patients who are currently forced to be diverted or transferred to other
hospitals will be lost to those hospitals, the benefits for the patient outweigh any
impact on occupancy rates of those hospitals. The patient and/or the medical care
provider, has chosen UTMC as the most appropriate hospital for that patient. It may
be due to the specialized services UTMC can provide, it may be for 3™ party payor
reasons, or a myriad of other reasons, those choices should be honored if the
additional capacity can be added in a responsible and cost efficient manner. This
proposal meets those parameters.

. Provide the current and/or anticipated staffing pattern for all employees
providing patient care for the project. This can be reported using FTEs for
these positions. Additionally, please compare the clinical staff salaries in the
proposal to prevailing wage patterns in the service area as published by the
Tennessee Department of Labor & Workforce Development and/or other
documented sources.

A proposed clinical staffing chart is reflected below. This staffing pattern matches
that of existing bed units of equivalent bed count.

Position — Med Surg Unit FTE Wage Median- D.O.L.W.D.
Manager (RN) 1.00 52.89 $25.65

Team leader (RN) 2.33 40.18 $25.65
Registered Nurse (RN) 22.23 33.29 $25.65
Certified Nursing Assistant (CNA) 11.12 16.74 $10.55
Monitor Tech (MT) 4.45 16.70 Not Listed
Total 41.13
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Position — Critical Care Unit FTE Wage Median- D.O.L.W.D.

Manager (RN) 1.00 52.89 $25.65
Team leader (RN) 4,98 40.18 $25.65
Registered Nurse (RN) 38.25 33.29 $25.65
Certified Nursing Assistant (CNA) 4,78 16.74 $10.55
Total 49.01

4. Discuss the availability of and accessibility to human resources required by the
proposal, including adequate professional staff, as per the Department of Health,
the Department of Mental Health and Developmental Disabilities, and/or the
Division of Mental Retardation Services licensing requirements.

The additional staff that will need to be hired is shown in the immediately preceding
response. UTMC is experienced in hiring health care staff, and anticipates no
problem in doing so. In its staffing as in all areas of operation, UTMC will maintain
compliance with all licensing and accreditation requirements.

S. Verify that the applicant has reviewed and understands all licensing certification
as required by the State of Tennessee for medical/clinical staff. These include,
without limitation, regulations concerning physician supervision, credentialing,
admission privileges, quality assurance policies and programs, utilization review
policies and programs, record keeping, and staff education.

The management and executive leadership of UTMC is familiar with all such
requirements and is vigilant in keeping up with all revisions, additions and changing
interpretations of the same. UTMC will maintain compliance with all licensing and
accreditation requirements.

6. Discuss your health care institution’s participation in the training of students in
the areas of medicine, nursing, social work, etc. (e.g., internships, residencies,
etc.).

UTMC has a total of 210 Residents and Fellows (physicians in advanced training
seeing patients every day and fulfilling UTMC’s as a teaching hospital and training
the next generation of physicians). 18 of this number are in Dentistry (10 are in
Oral-Maxillofacial Surgery and are essential to the trauma programs). 27 of these
Residents/Fellows are supported by funding other than UTMC’s Medicare funded
allocations. In addition, UTMC participates in training a number of additional clinical
specialties. A list of institutions with which UTMC has Educational Affiliation
Agreements is attached as Attachment C, I1I, Orderly Development 6.
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7. (a) Please verify, as applicable, that the applicant has reviewed and

10.

understands the licensure requirements of the Department of Health, the
Department of Mental Health and Developmental Disabilities, the Division of
Mental Retardation Services, and/or any applicable Medicare requirements.

The applicant so verifies.

(b) Provide the name of the entity from which the applicant has received or will
receive licensure, certification, and/or accreditation.
Licensure: Tennessee Board for Licensing Health Care Facilities

Accreditation: The Joint Commission. For additional accreditations for UTMC,
please see Attachment C, III, Orderly Development 7 (1).

If an existing institution, please describe the current standing with any licensing,
certifying, or accrediting agency. Provide a copy of the current license of the
facility.

UTMC is in good standing with all licensing and accreditation organizations.

A copy of the hospital license is attached as Attachment C, III, Orderly Development
7(2).

For existing licensed providers, document that all deficiencies (if any) cited in
the last licensure certification and inspection have been addressed through an
approved plan of correction. Please include a copy of the most recent
licensure/certification inspection with an approved plan of correction.

Because UTMC is accredited by the Joint commission,. It is not routinely surveyed
by licensure, but is deemed in compliance by the JC accreditations. A copy of the
most recent Joint Commission inspections and accreditations documents s are
attached as Attachment C, I1I, Orderly Development, 8.

Document and explain any final orders or judgments entered in any state or
country by a licensing agency or court against professional licenses held by the
applicant or any entities or persons with more than a 5% ownership interest in
the applicant. Such information is to be provided for licenses regardless of
whether such license is currently held.

There are none.

Identify and explain any final civil or criminal judgments for fraud or theft
against any person or entity with more than a 5% ownership interest in the
project.

There are none.
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11. If the proposal is approved, please discuss whether the applicant will provide the
Tennessee Health Services and Development Agency and/or the reviewing
agency information concerning the number of patients treated, the number and
type of procedures performed, and other data as required.

UTMC will do so.
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PROOF OF PUBLICATION

Attach the full page of the newspaper in which the notice of intent appeared with
the mast and dateline intact or submit a publication affidavit from the newspaper as
proof of the publication of the letter of intent.

The Notice of Intent was published in the Knoxville News Sentinel, a newspaper of
general circulation in Knox County, on September 10, 2014.

A Publisher’s Affidavit is attached following this response.

DEVELOPMENT SCHEDULE

Tennessee Code Annotated § 68-11-1609(c) provides that a Certificate of Need is
valid for a period not to exceed three (3) years (for hospital projects) or two (2)
years (for all other projects) from the date of its issuance and after such time shall
expire; provided, that the Agency may, in granting the Certificate of Need, allow
longer periods of validity for Certificates of Need for good cause shown. Subsequent
to granting the Certificate of Need, the Agency may extend a Certificate of Need for
a period upon application and good cause shown, accompanied by a non-refundable
reasonable filing fee, as prescribed by rule. A Certificate of Need which has been
extended shall expire at the end of the extended time period. The decision whether
to grant such an extension is within the sole discretion of the Agency, and is not
subject to review, reconsideration, or appeal.

1. Please complete the Project Completion Forecast Chart on the next page. If the
project will be completed in multiple phases, please identify the anticipated
completion date for each phase.

A complete Project Completion Forecast Chart is attached following the Publisher’s
Affidavit.

2. If the response to the preceding question indicates that the applicant does not
anticipate completing the project within the period of validity as defined in the
preceding paragraph, please state below any request for an extended schedule
and document the “good cause” for such an extension.

N/A.
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To: UT MEDICAL CENTER NOTIFICATION OF INTENT TO
APPLY FOR A CERTIFICATE OF NEED

This is to provide official notice to the
Health Services and Developmen! Agency

. OFINTENTTOAPP (RefNo: 461 168) and all interssted sortles, in otcardance
wilh T.C.A, 5 48-11-1801 et sen, and fhe
(Advertlsmg) NOTIF ICATIO Rules of the Health Services and Oevelop-
ment A’&eeniv, that The University of Ten.
nessee Medical Cenler [UTMC), owned and
qungeﬂ by Uﬂgﬁlﬁsrwnl’:ﬁﬂlfh SYS!EII:H. ln;:.,
0 Tennesses not-for-pr corporotion, In-
lends fo file on applicaotion for o Cerllffcure
of Need for: (1) the expansion and renovo-
tion_of its Neonotal Intensive Core Unit
(NICU) consisting of approximalely 9,758
square feet of new canstruction o 15,432
square feet of renovaled space; (2) the addi-
tion of anar?‘:éimafelhfié.asu[ suuore{ eeuﬂ
new space and renovation of approximately
' 1,262 square feel of existing space, which
PUBLISHER'S AFFIDAVIT Wil heaars fes of, cisting space, which
Care Unit (ICU); (3)' the renovation of op-
proximately 12,000 squore fest o*[ existing
pacs 10 inpatient (2} e aset
spoce npatient rooms;. a he i-
of 44 acute i

the 44 requesied beds, 28 are anticipated fo
be allocaled as ‘{f"'"“ medicol surgicol
beds, ond 16 os |CU beds. UTMC is located

af 1924 Alcoa Highway, Knoxville, Knox
State of Tennessee } County, Tannessee, and 14 licoraed g o gen-
ardl ucute care hospital by the Tennsssee

S.S Boord for Licensing Health Care Facilifies.
Mo chonges in services or mojor medical

equiprient are involved in this project, The
f Knox estimate lect cost s nol fo exceed
Cauniyio ; 52700000000, o o o) o exeeed |

The anticipated date of filing the applico- |
tion is September 15, 2014. |

\‘:-UHET:\:Q;:}L?F pﬁ?;sgg fc.u‘:‘Ir th.ljis n;gule’cel is :Enr:r;
. . . . [ m ré ]
i Public in and for said county, this day pers| at: sthes and Harbisan, BLLC. suatiug |
Before me, the undersigned, a Notary ’ Neshvills, Tennetsee, 903 DS R

i is a duly authorized represent i
first duly sworn, according to law, says that he/she is a duly p &/oan ritien reaest by interested oarlies
be conductad, Wr_'iﬂen raquesis for hearing

News-Sentinel, a daily newspaper published at Knoxville, in said county and stai be conducied. Wr

Heolth Services and Development Aaency

advertisement of : P Andrew -Is'?c?ké:?i '::‘y I%i%:'? lar%jmn Floor !
asnv r
(The Above-Reference ) Pursvanl fo T.C.A. § 68-11-1607(c)(1): (A)

Any health core inslitution wishina to oppose
a Certificate of Need gpplicafion must file o
written notice with the Health Sery ces and

velopmen! Asency no later Ihan lifteen
(15) doys I:ielnre the reaulorly schedufed

. . . . . - a
of which the annexed is a copy, was published in said paper on the following d Healn Sarvices “and pevelopment Agency
scheduled; and (8) fggﬁ olher person wishing

1o oppose the appl on musi file written |
ub‘:.clion with the Health Services end De-
velopme

nt Asency of or prior fo the consid-
ermrun of lheg:nu'ﬁmrlon by the Agsncy, :

September 10, 2014

and that the stdtement of account herewith is correct to the best of his/her knowledge, information, and belief.
(4;0@:’(_ C/l%w
Subscribed and sworn to before me this l O\H/\ day of S»Q, .O "l'em bﬂ ]/ 20 ,4

Notary Public ‘

My commission expires NO\[‘Q Mbﬂf 20 )A’




PROJECT COMPLETION FORECAST CHART

Enter the Agency projected Initial Decision date, as published in Rule 68-11-1609(c):
December 2014

Assuming the CON approval becomes the final agency action on that date; indicate the number
of days from the above agency decision date to each phase of the completion forecast.

PHASE

10.

11.

12.

13.

Architectural and engineering contract signed

Construction documents approved by the Tennessee
Department of Health

Construction contract signed

Building permit secured

Site preparation completed

Building construction commenced

Construction 40% complete

Construction 80% complete

Construction 100% complete (approved for occupancy
*Issuance of license

*Initiation of service

Final Architectural Certification of Payment

Final Project Report Form (HF0055)

49

DAYS
REQUIRED

45

180

180
180
NA
210
364
728
910
940
940
940

970

ANTICIPATED
DATE
(Month/Year)
February 2015

June 2015

June 2015
June 2015
N/A
July 2015
December 2015
December 2016
June 2017
July 2017
July 2017
July 2017

August 2017



LIST OF ATTACHMENTS

ihd

Legal entity documentation :A;ttachment A. 4
Lease and Transfer Agreement Attachment A, 6
Plot plan for the UTMC Campus Attachment B, III, (A)
Floors plan drawings Attachment B, IV
Quality of care awards and recognitions Attachment C, I, Need, I
Bed need calculations from Department of Health Attachment C, I. Need, 1, (1)
2013 adult medical surgical occupancy rate Attachment C, I, Need, 1, Chart 1
2013 adult med-surg unit average occupancy rates Attachment C. I. Need, 1, Chart 2
2013 adult med-surg units daily occupancy rates Attachment C, I, Need, 1, Chart 3
2013 adult critical care occupancy rate Attachment C, I, Need, 1, Chart 4
2013 adult critical care units average occupancy rates Attachment C, I, Need, 1, Chart 5
2013 adult critical care units daily occupancy rates Attachment C, I, Need, 1, Chart 6
Poisson Probability Bed Need results Attachment C, I, Need, 1, Chart 7
Map of the service area Attachment C, I, Need, 3

Population and relevant demographics Attachment C, I, Need, 4
Utilization of hospitals in the service area Attachment C, I, Need, 5 (1)
Outstanding CONSs held by hospitals in the service area Attachment C, I, Need, 5 (2)
Letter from the project architect Attachment C, II, Economic Feasibility, 1

Funding letter Attachment C, II. Economic Feasibility, 2

Audited financials for UHS Attachment C. II, Economic Feasibility 10

List of health care provider agreements Attachment C, I1I, Orderly Development 1

List of Educational Affiliation Agreements Attachment C, III, Orderly Development 6

Additional accreditations for UTMC Attachment C. III, Orderly Development 7 (1)
Copy of hospital license Attachment C, II1, Orderly Development 7 (2)

Joint Commission survey documents Attachment C, 11, Orderly Development, 8
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STATE OF TENNESSEE
Tre Hargett, Secretary of State

Division of Business Services

William R. Snodgrass Tower
312 Rosa L. Parks AVE, 6th FL
Nashville, TN 37243-1102

Filing Information

Name: UNIVERSITY HEALTH SYSTEM, INC.

General Information

SOS Control #: 362499 Formation Locale: TENNESSEE
Filing Type: Corporation Non-Profit - Domestic Date Formed: 12/21/1998
Filing Date: 12/21/1998 3:08 PM Fiscal Year Close 12

Status: Active

Duration Term: Perpetual

Public/Mutual Benefit: Public

Registered Agent Address Principal Address

BENNETT L COX BENNETT L. COX

STE 330 STE 330

2121 MEDICAL CENTER WAY 2121 MEDICAL CENTER WAY

KNOXVILLE, TN 37920-3282 KNOXVILLE, TN 37920-3282

The following document(s) was/were filed in this office on the date(s) indicated below:

Date Filed Filing Description Image #

03/25/2014 2013 Annual Report A0226-0718

03/27/2013 2012 Annual Report A0167-2117
Principal Address 3 Changed From: No value To: BENNETT L. COX

06/12/2012 Articles of Amendment 7064-1021

04/02/2012 2011 Annual Report A0115-1467

Principal Address 1 Changed From: 1520 CHEROKEE TRAIL To: 2121 MEDICAL CENTER WAY

Principal Postal Code Changed From: 37920-2205 To: 37920-3282
Principal County Changed From: KNOX To: KNOX COUNTY

Registered Agent Physical Address 1 Changed From: 1520 CHEROKEE TRL To: 2121 MEDICAL CENTER WAY

Registered Agent Physical Postal Code Changed From: 37920-3279 To: 37920-3282
03/25/2011 2010 Annual Report

Principal County Changed From: Knox County To: Knox
03/25/2010 2009 Annual Report

03/17/2009 2008 Annual Report
03/28/2008 2007 Annual Report
02/08/2007 2006 Annual Report

9/8/2014 9:09:21 AM

A0064-0002

A0013-0018
6479-0989
6267-2056
5042-2535

Page 1 of 2
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Filing Information

Name: UNIVERSITY HEALTH SYSTEM, INC.

02/08/2007 Articles of Amendment
03/29/2006 2005 Annual Report
03/31/2005 2004 Annual Report
04/02/2004 2003 Annual Report
Principal Address Changed
Registered Agent Physical Address Changed

Mail Address Changed
03/31/2003 2002 Annual Report

03/26/2002 2001 Annual Report

03/29/2001 2000 Annual Report

01/11/2001 Registered Agent Change (by Entity)
Registered Agent Physical Address Changed

Registered Agent Changed
06/08/2000 1999 Annual Report

Principal Address Changed
Registered Agent Physical Address Changed
06/16/1999 Amended and Restated Formation Documents

05/14/1999 Amended and Restated Formation Documents
12/21/1998 Initial Filing

Active Assumed Names (if any)

9/8/2014 9:09:21 AM

Date

5942-2510
5743-0140
5410-1020
5098-0253

4773-0403
4459-2072
4162-0902
4084-1731

3925-0967

3693-2465
3685-0593
3595-2039

Expires
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CHARTER
OF
UNIVERSITY HEALTH SYSTEM, INC.

Pursuant to the provisions of the Tennessee Nonprofit Corporation Act. the undersigned
carporation (the “Corporation”y adonts the following Charter;

1. The name of the Corporation is University Health Svstem. tnc.

2. The Corporation is a public benefit corporation.

3 hisintended that the Carporation will qualify atall vimes as an orpanization exempt
from federal income tax under Section 501¢a) and 301¢c :3) of the Internal Revenue Cade of
10806 or the carrespanding provisions of any future Uniied States Internal Revenue Law (referred
Lo herein as the "Code™) that it will qualify at all times as an orpanization to which deductibie
contributions may he made pursuant to Sections 170, 642, 2055 and 2522 of the Cade. and (hat it
will quality as ather than a private foundation deseribed in Seetion 509 of the Code. The
Comaration is 2 public henefit comoration within the meaning of T.C.A. § 48-51-101. et seq.
formed nor charitable. seientific and educational purposes within the meaning of Section
S04 e 3 of the Code. including, but not limited to. operating the University of Tennessee
Memoaonal Pesesreh Center and Hospital (the "lospial™) in o manner which will fulfill the
Haspital s mission statement of dedication o its continuation as the premier center 1o offoer
medical care 1o the underserved papulation of thie thirteen (13} county area served by the
Haospital as required by T.C.AL § 49-9-1301: providing health care services for the residents aff
the region and beyvond, including specialized care that is customarily available at academic
medical centers: supporting medical rescarch and education: providing a patient hase for tnining
physicians. dentists, nurses and other health professionals: supporting clinical research and
research training: contracting with. (orming joint ventures and partnerships with. and owning
interests in other {or profit organizations which provide healih care services within or as a pant of
inteprated health care delivery systems: and any other activity which supports the delivenyof
health care services. but oniy to the extent and in such manner that such purposes constitute

exclusively charitabie. scientific and educational purposes within the meaning of Section
503 (ck3)of the Code.

4. The strect address of the initial repistered office of the Corporation is 9000 Exceutive
Park Drive C-200, Knoxville, Knox County. Tennessee 379213, and the initial registered agent
for the Corporation at that office is C.E. Bilbrey. I11.

5. The name and address of the incorporator is;
M. Kein Outterson

1700 Nashville City Center
511 Union Strest




Nashville, Tennessee 372419

6. The streei address of the principal office of the Corparation is 9000 Executive Park
Drive C-200, Knoxville, Knox County. Tennessee 37623,

7. The Corporation is nat for profit.

K. The Tarporation will not have memhers, The Corporatior shall have no capital sioek .

Q

The number of directors shall be seventeen (17, and the Board o!f Direciors of the

Comaration (the “Board of Directors™) shall he comprised of the following persons:

(ay

(h

(¢}

(i

slccessar,

(¢)

(n

(hy

The President of The University of Tennessee. or his designes
The Chancellor of The University of Tein zssee. Memphis or his desionec.

Ihe Dean of The University of Tennessee, Memiphis Graduate Schoal of
audicine, ar his designe.

Fhe President of University Physicians” Associstion, Incomornated. or its

Phe President and Chicf Exceutis e OFicer o the Comoration,

Two (Zrdirectors appointed by the President of e Pniversity of Tennessee and
appraved by the Board of [rustces of The finiversing of Teonessee who have
experience in business, health care management. legal or financial affairs orother
gualifications deemed important by the Board of Trostees

One (1)director who is a past Chief of StafT of the Hospital and wha is an adive
member of the Medical Staflof the Hospital, elected by the Board of Directars
from a list of nominees developed by its Nominating Commitiee,

One (1) director who is o fullime or pant-time laculty member of The Uiniversin
of Tennessee, Memphis Graduate School of Medicine and who is an active
member of the Medical StafT of the Hospital elected by the Board of Directars
from a list of nominees developed by its Nominating Cammittec.

One (1) director who is a member of University Physicians’ Assaciation.
Incorporated elected by the Board of Directors from a list of nominees developed
by its Nominating Committee,

One (1) director who is not a physician. viho is not an employee of TV injversity
of Tennessee or the Corporation and who is actively practicingasa l. sed
healthcare professional. eiecied by the Board of Directors of the Corporation,




from a list of nominzes developed by its Nominating Commitize.

(k) Six {6) directors elected by the Board of Directors from a list of nominces
developed by its Nominating Commitiee. who are residents in the Hospital's
service area (including all counties from which patients are admitted 10 the
Hospital and al} counties wherein the Corporation provides services) not involved
in healthcare and who have experience in business. health care manae

gement. lega)
or financial affairs or other qualifications deemed important by the Board of
Directors.

Fach individual described in (a) through (¢) shall hald office for a three (3) vear term and
shall senve additional terms for so long as such individual halds the pasition or office designated
() through (e): provided. however. that such individuals shall serve anly for so long as the
individunl holds such position. office or designation. Fch director described in (1) through (k)
shall hold office for a three (3) vear term and may be reappointed or reclected for twa (2)
additional three (3) year terms. The Board of Directors shall divide the directors de
through (kyinto Liree (31 proups of four (41 members each, and determine which of
dircctors shall serve ane. two or three sear terms initialty . The e
Directors shall hegin upon appaintment or election,

scribed in (1)
such
i of members of the Board of

Fach director shall hald office untif his successor <hal! have heen duly eleeted and

qualified, This parauraph 8 of the Charier shall not be amended without the nrior written consent
of The Lintversitv of Tennessee.

100 The Carporation shall be permitied to indenmmify and hold harmless the dirscinrs and
officers of the Cemoration fo the fullest extent permited by Tennessee law as specified in the
Bylaws of the Comporation. 117 the Temuessee Nuanprofit Corporation Act is amended or other
Tennessee faw is enacted to permit further elimination or limitation of the personal liability of
directors. then the liakility of directors of the Corparation shall he climinated or limited (6 the
fullest extent permitted by the Tennessee Nonprofit Corporation Actas so amended or by such
other Tennessee law as so énacted. '

P, To the extent required by Seciion 301(¢)(3) of the Interal Revenue Cade of 1986, as
amended, (the "Code"): (i) no part of the net camnings of the Corporation may inure
of any individual except as rcasonable -ompensation for services actually
individual or as payments wnd distributions in furtherance of the purpase
substantial part of the activities oi the Carporation sha!

10 the benefi
rendered by such

s set forth heretn: (i) po
I be carrying on propaganda, or otherwise
attempting, to influence legislation (except o~ permitied by Section 501(h) of the Code): and

(ii1) the Corporation shall nol participate in, or intervene in (including the publishing or
distributing of statements), any political campaign on behal{ of (or in oppasition 1o) any
candidate for public otTice. Notwithstanding any other provision of this Charter, the
shall not carry on ar y endeavors or activities not permitled to be carrie
exempt from federal income tax under Section 501(e)(3) of the Code

e.or by ¢ corporation,
contributions to which are deductible under Section 1 70(e)(2) ol the Code.

Comaoration
d on by a corparation
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1 2. Ini the event of permanent dissolution or liquidation. the Board of Directors shall
cause the assets of this Corporation 1o be applied and distributed as foliows: (i) al! liabilities and
obligations of the Corporation shall be paid. satisfied and discharged or adequate provisions shall
be made thercfor; (ii) all assets held by the Corporation upon a condition which occurs by reason
of the dissolution, shall be returned. transferred or conveyed in accordance with such
requirements: and (iii) all of the remaining acsets of the Corporation shali be transferred or
conveved 1o The University of Tennessee or to the State of Tennessec. This paragraph 11 of the
Charter shall mot be amended without the priar written consent of The University of Tennessee,

e
[DATED this ke day of December. 1998,

ML Kevin Outferson. incamorator
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This Instrument Prepared By:

Baker, Donelson, Bearman & Caldwell
1700 Nashville City Center

511 Union Street

Nashville, Tennessee 37219

" LEASE AND TRANSFER AGREEMENT

. THIS LEASE AND TRANSFER AGREEMENT is made as of the ﬁjh_ day of
July 199 (the "Signing Date"), between THE STATE OF TENNESSEE, by and through
its COMMISSIONER OF FINANCE AND ADMINISTRATION (the "Commissioner") and by
and through its instrumentality, THE UNIVERSITY OF TENNESSEE (referred to herein as "The
University of Tennessee," "UT" or "Lessor") (for and on behalf of THE UNIVERSITY OF
TENNESSEE MEMORIAL RESEARCH CENTER AND HOSPITAL, the "Hospital,"
hereinafter defined at Section 1.31 hereof), and UNIVERSITY HEALTH SYSTEM, INC., a
Tennessee non-profit corporation (herein referred to as "UHS" or "Lessee").

WIINESSETH:

WHEREAS, UT desires to promote the continued excellence of the Hospital's mission of
patient care, education, and research for all citizens served by the Hospital; and,

WHEREAS, the General Assembly of the State of Tennessee has determined that it is in the
best interests of UT, the State, and the citizens served by the Hospital to restructure the governance,
management, and operation of the Hospital; and, -

WHEREAS, the General Assembly of the State of Tennessee passed Enabling Legislation,
codified at Tenn. Code Ann. § 49-9-112 and § 49-9-1301 gt seq., to accommodate these goals
through the transfer of the Hospital to Lessee; and,

WHEREAS, the State, UT and UHS are entering into this Agreement to transfer the Hospital
to UHS;

NOW, THEREFORE, IN CONSIDERATION OF THE MUTUAL PROMISES MADE
HEREIN, AND FOR OTHER GOOD AND VALUABLE CONSIDERATIONS, THE RECEIPT
AND SUFFICIENCY OF WHICH ARE HEREBY ACKNOWLEDGED, IT IS HEREBY AGREED
AS FOLLOWS:

M JMB 25024626
786593-010 07/07199
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ARTICLE 1
EFINI NS

The following words, terms or phrases, when used in this Agreement, shall have the
following meanings:

1.1 "Affiliated Agreements" shall mean this Agreement, the Affiliation Agreement, the
Employee Services Agreement, and any other agreements, of even date herewith, or which, by their
terms, are described therein by the parties as an "Affiliated Agreement" and are signed by all of the
parties who execute this Agreement.

1.2 "Affiliates" shall include Persons which control, are controlled by, or are under
common control of another Person. Control for this purpose means the ri ght to appoint 50% or more
of the board of directors (or the equivalent) or rights to 50% or more of the equity of a Person other
than an individual.

1.3 "Affiliation Agreement" shall mean the Affiliation Agreement executed by and
between Lessor and Lessee as of the date hereof providing for the continued support of The
University of Tennessee, Memphis Graduate School of Medicine program in Knoxville, a form of
which is attached hereto without schedules as Schedule 1,3 and incorporated herein by this reference.

1.4 "Agreement" shall mean this Lease and Transfer Agreement.

1.5 "Assigned Leases and Contracts" shall mean those confracts, agreements and leases
directly related to Existing Facility Operations at Closing and executed by UT solely on behalf of
the Hospital.

_ 1.6 "Assumed Liabilities" means (a) liabilities of Lessor under the Assigned Leases and
Contracts; (b) liabilities arising under executory purchase orders made, and contracts, agreements
and leases entered into, by Lessor in the ordinary course of Existing Facility Operations that are
outstanding as of the Closing; (c) all accounts payable, obli gations and liabilities incurred by Lessor
prior to Closing-in the ordinary course of Existing Facility Operations; and (d) Pror Legal
Liabilities; provided, however, that Assumed Liabilities shall not include any claim for Damages
arising out of, attributable to, or in connection with, an occurrence before Closing to the extent
Lessee has full or partial immunity from suit on the claim under state or federal law, including
without limitation a claim for which jurisdiction properly lies under the Tennessee Claims
Commission Act.

1.7 "Authoritv" means the Tennessee State School Bond Authority.

1.8 "Bill of Sale and Assignment" shall have the meaning described in'Section 13.2(c)

of this Agreement.

MJVB 250246,26
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1.9 "Board of Trustees" means the Board of Trustees of The University of Tennessee
and Its SuCCessors.

1.10 "Bond Indenture" means the Indenture of Trust dated as of July 1, 1999 between The
Health, Educational and Housing Facilities Board of the County of Knox and First Tennessee Bank
National Association, and any amendments, additions, substitutions, or replacements thereof.

1.11 "Bonds" means the University Health System, Inc. Revenue Bonds, Series 1999,
dated July 9, 1999 originally issued in the aggregate principal amount of $ 196,485,000.00, in order
to finance the lease of the Facilities and the acquisition of the Operating Assets by Lessee.

1.12 "Breach"--- a Breach of a representation, warranty, covenant, obligation, or other
provision of this Agreement, or any instrument delivered pursuant to this Agreement, will be deemed
to have ocenrred if there is or has been (a) any inaccuracy in, or breach of, or any failure to perform
or comply with, such representation, warranty, covenant, obligation, or other provision, or (b) any
claim (by any Person) or other occurrence or circumstance that is or was inconsistent with such
representation, warranty, covenant, obligation, or other provision, and the term Breach means any
such inaccuracy, breach, failure, claim, occurrence, or circumstance.

1.13  "Closing" shall mean July 29, 1999, or the date on which the transactions
contemplated in this Agreement are consummated.

1.14 "Code" means the Internal Revenue Code of 1986, as amended, and all applicable
existing, proposed, and temporary regulations that may from time to time be issued thereunder.

1.15 “"Commissioner" shall have the meaning described in the recitals.

1.16 "Consideration" shall mean the amounts described on Schedule 1.16 of this
Agreement; but in any event the amount of Consideration must be approved by the Authority as
sufficient to economically defease the Existing Debt. Prior to Closing, this Schedule 1.16 cannot
be amended without the approval of the Authority.

1.17 "CPI" shall mean the Consumer Price Index for All Urban Consumers, U.S. City
Average for all items, as published by the United States Department of Labor, using the year 2000
as the base factor and the current index for the year in question.

1.18  "Damages" shall mean the amount of any loss, liability, claim, settlement, award,
judgment, release, damage, expense or diminution in value, whether or not involving a third-party
claim.

M JMB 250246.26
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1.19 "Employee Services Agreement" shall mean the Employee Services Agreement

executed by and between Lessor and Lessee as of the date hereof, a form of which is attached hereto
without schedules as Schedule 1,19 and incorporated herein by this reference.

1.20  "Enabling Legislation" means Tenn. Code Amn. §49-6-112 and §49-9-1301 gt seq.,
as effective on the date of Closing.

121 "Equipment" means: (a) all equipment, durable medical equipment, machinery,
motor vehicles, ambulances and air ambulances, and furniture owned or leased by Lessor and used
in connection with Existing Facility Operations; and (b) all other tangible personal property which
1s owned or leased by Lessor placed, affixed or installed in, on, to or upon the Real Property which
1s not included in the definition of Real Property.

122 "Excluded Assets" shall mean those assets which are set forth in Schedule 1.22
attached hereto and incorporated herein, as adjusted at the Closing by mutual consent.

1.23  "Excluded Leases and Contracts" means those agreements of Lessor listed in

Schedule 1.23 attached hereto and incorporated herein, as adjusted at the Closing by mutual consent.

1.24  "Excluded Liabilities" shall have the meaning described in the Employee Services
Agreement.

1.25  "Existing Debt" shall mean the existing debt issued by the Authority on behalf of the
Hospital, as described in Schedule 1.25.

1.26  "Existing Facility Qperations" means all of the Hospital, health care, research,

patient care, administrative and related activities conducted on the Real Property and at the Henley
Street Facility as of the date of Closing hereof by Lessor in the ordinary course of owning and
operating the Hospital. Upon the transfer of the Existing Facility Operations to Lessee pursuant to
Section 2.2 hereof, the term "Existing Facility Operations” shall mean all of the Hospital, health care,
research, patient care, administrative and related activities conducted by Lessee on the Real Property
and at the Henley Street Facility during the Term of this Agreement. In all cases, Existing Facility
Operations excludes the operation of the Graduate School of Medicine.,

1.27  "Facilities" means the Hospital, the Real Property, the Henley Street Facility, and all
Improvements which are leased by Lessor to Lessee hereunder. -

1.28  "Financia] Statements" shall have the meaning described in Section 3.14 of this
Agreement.

1.29  "Fiscal Year" means the calendar fiscal year of Lessee which shall begin on January
1 of each year and end on December 31 of such year.

M IMB 250246,26
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1.30  "Full Replacement Cost" has the meaning described in Section 9.2 of this
Agreement.

1.31  "Graduate School of Medicine" shall have the meaning described in the Affiliation
Agreement.

1.32 "Henley Street Facility" means the space occupied by the Hospital as of the Signing
Date at the UT building located on Henley Street in Knoxville, Tennessee, which is also known as
The University of Tennessee Conference Center, as described in Schedule 1,32 attached.

133 "Hospital" means the facility and institution presently known as The University of
Tennessee Memorial Research Center and Hospital located in Knoxville, Tennessee.

1.34  "Hospital Net Operating Revenue" shall mean the gross revenue of the Hospital

from Existing Facility Operations less contractual adjustments, bad debts and charity care,
determined on a US-GAAP basis as certified by the Independent Accountants.

1.35 "Improvements" means any and all: (a) buildings, structures, and improvements
which have been constructed, placed or installed in or upon the Real Property as of the Signing Date;
(b) buildings, structures, and improvements which shall have been made in or upon the Real Property
as a substitution for, or in renewal or replacement of, any buildings, structures, and improvements
constituting part of the Hospital from the Signing Date until the Closing; or (c) any other additions,
alterations and improvements placed or installed in or upon the Real Property prior to the Closing.
In any event, Improvements shall not include any Lessee Improvements or Operating Assets.

1.36  "Independent Accountant(s)" means a firm of nationally recognized, independent
certified public accountants selected by Lessee, which may also be the current auditor of Lessee.

137 "Indicia" shall mean all trademarks, service marks, trade names, trade dress, logos,
Internet domain names, and all names the Facilities (excluding the Henley Street Facility) and
Existing Facility Operations are known by, together with all adaptations, derivatives and
combinations thereof, including all goodwill associated therewith, and any and all applications,
registrations, and renewals in connection therewith (but excluding any marks that have become the
exclusive property of UHS before the date of the Closing).

138  "Intelectual Property" means: (a) the Indicia; (b) all copyrights, and all
applications and registrations in connection therewith; (c) all trade secrets and confidential business
information, ideas, research and developmient, know-how, formulas, compositions, processes and
techniques, technical data, designs, drawings, specifications, customer and supplier lists, pricing and
cost information, and business and marketing plans and proposals; (d) all computer software
(including data and related documentation), including all copyrights and other proprietary rights
therein; (e) all other. proprietary rights; and (f) all copies and tangible embodiments thereof (in

M IVB 250246.26
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whatever form or medium). Intellectual Property shall only include intellectual property owned by
Lessor and used in connection with the Facilities and Existing Facility Operations.

1.35  "Inventory” shall mean all supplies and inventory located in the Hospital and used
or usable n the Existing Facility Operations, including, without limitation, disposables,
consumables, office supplies, drugs and medical supplies, linens, food and cleaning materials.

1.40  "Involuntary Loss" has the meaning described in Section 9,5(a) of this Agreement.

141 "JCAHO" means the Joint Commission on Accreditation of Healthcare
Organizations.

142 "Leasehold Mortgage" shall have the meaning described in Section 1 1.3(a) of this

Agreement.

1.43  "Leasehold Mortgagee" shall mean the holder or holders from time to time of a
promissory note or notes evidencing a loan and secured by a deed of trust upon the leasehold estate
created hereby.

144 "Legal Requirements" means all federal, state, county, municipal and other
governmental statutes, laws, rules, orders, regulations, ordinances, judgments, decrees and
injunctions affecting either the Facilities or the construction, use or alteration thereof, whether now
or hereafter enacted and in force, including any which may: (2) require repairs, modifications, or
alterations in or to the Facilities; or (b) in any way adversely affect the use and enjoyment thereof,
and all permits, licenses, authorizations and regulations relating thereto, and all covenants,
agreements, restrictions and encumbrances contained in any instruments, either of record or known
to Lessee (other than encumbrances created by Lessor without the consent of Lessee), at any time
in force affecting the Facilities. '

1.45 Lessee" shall have the meaning described in the recitals to this Agreement.

1.46  "Lessee Improvements" shall have the meaning described in Section 8.1 of this

Agreement.

1.47 "Lessee Net Operating Profit" shall mean the net operating profit of UHS determined
in accordance with US GAAP, and shall include, without limitation, income from subsidiaries of
UHS, from non-Hospital operations of UHS and from investment reserves.

1.48  "Lessor" shall mean The University of Tennessee.

1.49  "Material" and "Materiality" shall mean a condition, noncompliance, defect or other
fact which would: (a) cost, in the aggregate, in excess of $1 00,000.00 and, with respect to any single

M JNB 250246.26
786593-010 07/07/99



defect or fact, would cost in excess of $50,000.00 to correct or repair; or (b) in the aggregate, result
in a loss to Lessee or a reduction in the value of the Facilities or Operating Assets in excess of
$100,000.00 and, with respect to any single defect or fact, would result in a loss to Lessee or a
reduction in the value of the Operating Assets in excess of $50,000.00. For purposes of Section 3.13
of this Agreement only, Materiality shall mean a monetary value in excess of $10,000.

1.50 "Net Worth Requirement" shall have the meaning described in Section 9.4(b).

1.51  "Operating Assets" means those assets which are owned by Lessor in connection
with Existing Facility Operations excluding: (i) the Facilities; and (ii) the Excluded Assets, but
inchuding, without limitation:

(a) all Assigned Leases and Contracts;
(b) the Workiﬁg Capital Assets;

(c) the Equipment;

(d)  the Reserve Funds;

() - the Inventory;

® the Intellectual Property, except the Indicia which are licensed to Lessee under
Section 2.5 of this Agreement;

(g)  allbooks, records and other information collected and maintained in connection with
the Facilities, except the Henley Street Facility, including, without limitation, patient records and
copies of UT Hospital Employee records;

(h) all judgments, causes of action and intangibles owned by Lessor and related to the
Facilities, except the Henley Street Facility, and Existing Facility Operation;

@) all permits, licenses, filings, accreditations, certificates of need, authorizations,
approvals or indicia of authority (and any pending applications therefor) held by Lessor with respect
to the ownership or operation of the Facilities, to own, construct, operate or maintain the Hospital
or any fixture, facility, equipment, vehicle, machinery or installation of the F acilities, except the
Henley Street Facility, or to operate the businesses conducted in connection therewith, to the extent
that each of the foregoing is transferable;

6)) all retainage funds held by Lessor in connection with any ongoing construction
projects; and ,
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k) all assets of Lessor not listed above utilized in Existing Facility Operations that are
not otherwise classified as Facilities or Working Capital Assets or that are not Excluded Assets.

Upon the transfer of the Operating Assets to Lessee pursuant to Section 2.2 hereof, the term
"Operating Assets" shall mean all Operating Assets received by Lessee plus all accumulations and
additions thereto, and less all deletions and deductions therefrom, as may have occurred in the
ordinary course of business of Lessee, or as otherwise may have been permitted by the terms of this
Agreement.

1.52  "Permitted Encumbrances” shall include the Bond Indenture, this Agreement and,
as of any particular time with respect to the Facilities (except the Henley Street Facility):

(a) liens for taxes and special assessments, if any, which are not then delinquent, or if
then delinquent, are being contested in accordance with the provisions of this Agreement;

(b) utility, access and other easements and rights-of-way, restrictions and exceptions
which will not Materially interfere with or Materially impair the operation of the Facilities
(excluding the Henley Street Facility) (or, if they are not being then operated, the operation for which
they were designed or last modified);

() any mechanic's, laborer's, materialman's, supph'er s or vendor's lien or right in respect
thereof, if any, if payment is not yet due under the contract in question, or 1f such lien is being
contested in accordance with the provisions of this Agreement;

(d) such minor defects and irregularities of title as normally exist with respect to
properties similar in character to the Real Property, and which do not Materially and adversely affect
the value of the Facilities (excluding the Henley Street Facility), er Materially and adversely affect
the value of the Facilities (excluding the Henley Street Facility), or Materially impair the property
affected thereby for the purpose for which it was acquired, or is held by Lessee;

(e) leases which relate to portions of the Facilities (excluding the Henley Street Facility)
which are customarily the subject of such leases, such as office space for physicians and educational
institutions, food service facilities, gift shops, radiology, pharmacy and similar departments, to the
extent that such leases will not adversely affect the exclusion from gross income for federal income
tax purposes of interest payable on the Bonds;

63) zoning laws and similar restrictions which are not violated by Lessee or which de not
Materially and adversely affect the value of the Facilities;

(2) all right, title and interest of the State, municipalities and the public in and to access
over, under or upon a public way; )
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(h)  liens on and security interests in Property given, bequeathed or devised to Lessee
existing at the time of such gift, bequest or devise, provided that (i) such liens or security interests
attach solely to the Property which is the subject of such gift, bequest or devise, and (ii) the
indebtedness incurred by such liens or security interests is not assumed by Lessee or, if assumed, is
assumed on a nonrecourse basis;

() restrictions or other encumbrances which are either insured over by a reputable,
solvent title insurance company which has been writing title insurance in Knox County, Tennessee
for at least five (5) years, or which relate to properties which are not contiguous to the Real Property
and the loss of which would have no Material adverse impact on the operations of the Hospital;

G) liens granted in connection with the Bonds or improvements, expansion, extension,
additions or modifications of the Facilities (excluding the Henley Street Facility), or improvements
of any real property adjacent thereto, or liens granted or leases executed in connection with any
replacement Equipment;

k) any liens, charges, encumbrances and restrictions in favor of Lessor which may be
created by reason of this Agreement;

O any pledge of Lessee’s revenues in connection with Lessee's financing of
Improvements to the Facilities (excluding the Henley Street Facility); and

(m) any lien or encumbrance approved by three-fourths of Lessee's Board of Directors.

1.53 "Person" shall mean any natural person, corporation (including any non-profit
corporation), limited liability company, partnership (general or limited), joint venture, estate, trust,
association, charitable organization, labor union, the United States of Amierica, the State, City of
Knoxville, Knox County, Tennessee, governmental or quasi-governmental entity of the United States
of America, the State, the City of Knoxville, Knox County, Tennessee or any subdivisions thereof,
or other business entity or organization.

1.54  "Prior Legal Liabilities" shall mean any and all legal liabilities arising or accruing
from any act or omission on or before the Closing and in any way arising out of, attributable to or
in connection with the Existing Facility Operations. Without limiting the generality and scope of
the preceding sentence, Prior Legal Liabilities shall include, without limitation, the following
liabilities: professional liability, malpractice liability, tort liability, workers’ compensation liability,
premises liability, environmental liability, employment discrimination liability, civil rights liability
and liability for breach of any constitutional, statutory, common law or contractiial duty by Lessor,
its agents, trustees, officers and employees on or before the Closing in relation to the Existing
Facility Operations, including but not limited to liabilities under the Tennessee Claims Commission
Act. "Prior Legal Liabilities" shall not include any Excluded Liabilities or any liabilities relating
exclusively to the Graduate School of Medicine or the non-Hospital operations of Lessor.
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1.55 "Property” means any and all rights, title and interest in and to any and all property
whether real or personal, tangible or intangible, of any kind or character, and wherever situated.

1.56 "Real Property" means the real property described as Tracts 1 and 2 in
Schedule 1.56(a) attached hereto and incorporated herei~ (as adjusted at the Closing by mutual
consent), and all buildings, mechanical systems, driveways, or parking areas located thereon and all

rights, easements and appurtenances thereto. A survey of the Real Property, and including Tracts 3,
4,5, 6, and 7 not leased hereby, is attached hereto as Schedule 1.56(b).

1.57 "Reserve Funds" shall mean an amount of money equal to the funded depreciation
and other funds (including any interest eamed on such funds but not yet credited thereto) designated
for capital improvements shown on the Statement of Financial Position of the Hospital as of the
Closing.

1.58 "Service Area" shall have the meaning described in the Employee Services
Agreement.

1.59 "Signing Date" shall have the meaning described in the recitals to this Agreement.

1.60 "State" means the State of Tennessee.

1.61 "State Architect" shall mean the official serving as chief staff officer and operating
manager of the State Building Coramission,

1.62 "State Building Commission” shall mean an agency of the State of Tennessee with
the powers and duties described in Tenn. Code Ann. § 4-15-101 et seq.

1.63 " ee Claims Commission Act" shall mean Tenn. Code Ann. § 9-8-101, et
seq., as amended from time to time or any subsequent enactment governing claims against UT.

1.64 "Term of this Agreement", "Term", or "the Term hereof" means the period
commencing on the Closing and expiring fifty (50) years after Closing, July 29, 2049. The parties
agree to meet in July 2044 to discuss the terms and conditions of an extension of this Agreement.
The Term shall be automatically extended to include an additional fifty (50) years, unless either
Lessor or Lessee gives the other written notice of its intention not to extend the Term. Such notice
must be delivered between July 1, 2044 and August 1, 2045.

1.65 "Trustee" means the Trustee serving from time to time under the Bond Indenture.

1.66 "UHS" shall mean University Health System, Inc. and its successors.
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1.67 "UHS Employees" shall have the meaning described in the Employee Services
Agreement.

1.68 "US GAAP" shall mean generally accepted accounting principles, as generally
applied in the United States.

1.69 "UT" shall mean The University of Tennessee, and its successors.

1.70  "UT Benefit Plans" shall have the meaning described in the Employee Services
Agreement.

1.71 "UT Hospital Employees" shall have the meaning described in the Employee
Services Agreement.

1.72  "UT Retirement Plans" shall have the meaning described in the Employee Services
Agreement.

1.73  "Working Capital Assets" means cash and cash equivalents (net of petty cash

advances), accounts receivable, other receivables, together with inventories, managed care withholds
or bonus payments, Authority withholds, prepaid expenses, tax and FICA refunds, withholds, notes
receivable and other investments-or amounts relating to Existing Facility Operations, and receivables
from related parties which are expected to be liquidated in the form of cash and cash equivalents,
but excluding all assets financed through long term debt or other long term liabilities. Working
Capital Assets also includes any amounts described in this Section 1.73 which are subsequently paid
to Lessor but which relate to Existing Facility Operations.

ARTICLE I1

EASE OF FACI 3 SFER OF OPERATING AS D
EQUIPMENT: ASSUMPTION OF LIABILITIES: CONSIDERATION

2.1  Lease of Facilities: Quiet Enjoyment: Sublease of Tract 2: Right of First Refusal:
Easements.

(@)  Lessor, for and in consideration of the payment by Lessee of the Consideration, and
the performance by Lessee of the covenants and agreements set forth herein, leases and rents the
Facilities to Lessee effective as of the Closing, and Lessee takes, accepts and rents the Facilities from
Lessor effective as of the Closing, subject to the terms, covenants, conditions and provisions
hereinafter stated and the following limitations, restrictions, reservations and encumbrances, to have
and to hold for the Term hereof; except that, only with regard to the Henley Street F acility, the rights
and responsibilities of Lessor and Lessee shall be as set out in Schedule 2.1{a). Lessee acknowledges
that it accepts the Facilities "as is," with no warranty or representation by Lessor as to the condition
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of the Facilities and with no obligation of Lessor to repair any known or unknown structural,
engineering, design, mechanical, or other defect in the Facilities.

(b) Effective as of the Closing, Lessor agrees that Lessee shall have, hold, and enjoy,
during the Term hereof, peaceful, quiet, and undisputed possession of the Facilities, without
hindrance or molestation by anyone, and Lessor shall, from time to time, take all necessary or
appropriate action to that end.

(c) At Closing, Lessor and Lessee shall enter into a sublease agreement whereby Lessee
shall sublease to Lessor, and Lessor shall sublease from Lessee, the real property and improvements
described and depicted as Tract 2 in Schedules 1.56(a) and 1.56(b). The terms of such sublease shall
be as set forth in the form attached as Schedule 2.1(c).

(d) Lessor and Lessee acknowledge that Tracts 3, 4, 5, 6, and 7 as depicted on the survey
attached as Schedule 1.56(b) shall not be included as part of the Real Property leased hereby, Asa
Material inducement to Lessee’s entering into this Agreement, Lessor hereby grants to Lessee a right
of first refusal to lease Tract 4 upon the expiration or termination of the existing lease of Tract 4
between Lessor and the Helen Ross McNabb Center. Lessor shall give Lessee written notice of the
expiration of such lease within two hundred ten (210) and one hundred eighty (180) days prior to
such expiration, and Lessee shall have ninety (90) days after receipt of such notice to notify Lessor
whether it intends to lease Tract 4. Upon Lessee’s exercise of such right, Tract 4 shall become a part
of the Real Property for the remainder of the Term (and any extension thereof) without payment of
rent or further consideration to Lessor. Lessor hereby grants to Lessee ingress and egress rights
through Tracts 3, 4, 5, 6 and 7 of the Real Property. Lessee hereby grants to Lessor ingress and
egress rights through Tracts 1 and 2 for access to Tracts 3, 4, 5, 6 and 7 and to the UT property which
adjoins the Real Property on the north.

(e) Lessor hereby grants Lessee an easement over Lessor’s property which adjoins the
Real Property on the north for the purposes of: (1) the use by Lessee of the existing access road
adjacent to the northern boundary of Tract 1 as shown on Schedule 1.56(a) for vehicular, pedestrian
and air ambulance ingress and egress, and (2) the use of such airspace as may be reasonably
necessary for the operation of Lessee’s Lifestar helicopter air ambulance service.

2.2 Transfer of Operating Assets. Lessor, for and in consideration of the payment by
Lessee of the portion of the Consideration paid at Closing and effective as of the Closing, assigns,

transfers, sells and conveys to Lessee all of Lessor's right, title and interest in and to the Operating
Assets, Lessee, during the Term hereof, shall use the Operating Assets so transferred to it in the
operation of the Facilities and in furtherance of Lessee's purposes as set forth in its charter, and as
otherwise permitted by this Agreement.

2.3 Assumption of Liabilities. Effective as of the Closing, Lessee assumes, and agrees
to perform and discharge, all of the Assumed Liabilities as of the Closing; provided that: (a) Lessee
shall only assume obligations thereunder to the extent such obligations are enforceable against
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Lessor, and, to the extent permitted by law, Lessee shall be entitled to any and all defenses
thereunder as were available to Lessor; and (b) Lessor and Lessee each agree to use their respective
best efforts to renegotiate or terminate any Assigned Contract such parties mutually agree is not in
the best interest of Lessee.

2.4  Consideration. In consideration of the lease of the Facilities and the sale and transfer
of the Operating Assets to Lessee hereunder, Lessee agrees to pay to, or at the direction of, Lessor
the Consideration. The Board of Trustees shall have sole authority and discretion to determine the
distribution of the Consideration within UT. The Consideration shall be in addition to Lessee's
obligations to pay or discharge the Assumed Liabilities as specified in Section 2.3 hereof, as
adjusted at the Closing by mutual consent. The Consideration shall be allocated to the lease of the
Facilities and the sale and transfer of Operating Assets as shall be agreed to by Lessor and Lessee
at Closing. In addition, Lessee and Lessor shall enter into the Affiliation Agreement and the
Employee Services Agreement. In the year 2019, Lessor and Lessee shall meet to negotiate an
annual lease payment for the last thirty (30) years of the Term of this Lease and Transfer Agreement.
The amount of any proposed annual lease payment will be based upon the financial position of
Lessee at such time and will be subject to prior confirmation from the bond rating agencies which
at that time have an active rating on outstanding debt obligations issued by Lessee that the proposed
annual lease payment would not result in the withdrawal, suspension or lowering of Lessee’s then
current bond rating. If Lessee has outstanding insured debt obligations at such time, then the
advance written approval by the company or companies which have insured Lessee’s debt
obligations shall also be required. In any case, any amendment to this Lease and Transfer Agreement
pursuant to this Section 2.4 must comply with the terms and conditions of the Enabling Legislation
and shall be subject to the prior approval of Lessor’s Board of Trustees and Lessee’s board of
directors,

2.5 License of Indicia. During the Term, Lessee shall have a nonexclusive license to
use the Indicia, as they now exist, or as they may be modified during the Term hereof, both internally
and/or externally for business, marketing, and promotional activities without payment of a licensing
fee, subject to the following provisions: (a) Lessee's use of the Indicia shall satisfy a reasonable
standard of quality acceptable to Lessor, and Lessor shall have the right to inspect Lessee's use of
the Indicia for the purpose of reasonable quality control; (b) Lessee shall include the trademark
(TM) or registered ® symbols in connection with the Indicia as reasonably directed by UT; (c)
Lessor shall have the right to approve any and all uses of the Indicia on materials or products for
comunercial use, and Lessee cannot sublicense the Indicia without the approval of the UT Office of
Licensing; (d) Lessee shall not alter any Indicia without the permission of the UT Office of
Licensing; (e) Lessor is and shall remain the sole owner of all rights in and to its Indicia as they now
exist or may hereafter be modified; (f) Lessee is and shall remain the sole owner of any marks that
have become the property of UHS before the date of Closing; (g) Lessee shall be the sole owner of
other names, trademarks, service marks, nicknames, and logos which it develops separately whether
used alorie or in connection with UT Indicia; (h) Lessor shall not grant any license or rights similar
to those granted in this Agreement to any other healthcare facility within the Service Area; and (i)
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Lessor and Lessee acknowledge each other’s rights described in this Section 2.5 and agree not to
attack each other’s title or ownership to the same. All proposed uses under Section 2.5(c) above
shall be submitted to the UT Office of Licensing, and Lessor or any sublicensee shall enter into
Lessor's standard licensing agreement with the payment of royalties to Lessor. If the UT Office of
Licensing fails to respond to any submission within thirty (30) days of actual receipt, the proposed

use for commercial sale shall be deemed approved by Lessor subject to execution of Lessor's
standard licensing agreement with the payment of royalties to UT, '

ARTICLE Il

REPRESENTATIONS AND WARRANTIES BY LESSOR

Lessor makes the following representations and warranties to Lessee as of Signing Date and
Closing.

3.1  Organization. Lessor, a land grant institution of higher education, is an
instrumentality of the State of Tennessee and is duly organized, validly existing, and in good
standing under the laws of the State of Tennessee.

3.2 Powerand Authority. Lessor has full power and authority pursuant to the Enabling
Legislation to enter into this Agreement, to carry out the transactions contemplated hereunder, and
to carry out its obligations hereunder.

33 uthorization. Lessor has duly authorized the execution, delivery and performance
of this Agreement.

3.4 No Violation. Except as previously disclosed to Lessee in writing, or in any opinions
required hereunder, neither Lessor nor the Facilities are subject to any claim or restriction, or are
subject to any provision contained in Lessor’s statutory provisions, creating, authorizing, or
establishing Lessor's existence, Board of Trustees rules, charter, ordinances or bylaws or in any
evidence of indebtedness, indenture, commitment, agreement or contract to which Lessor-is a party
or by which it is bound, or subject to any existing judgment, order or decree binding upon Lessor,
which prevents Lessor from entering into this Agreement or performing any of its obligations
hereunder,

3.5  Enforceability. This Agreement, and the Affiliated Agreements executed by Lessor
of even date herewith, constitute the valid obligations of Lessor in accordance with their respective
terms. With respect to these agreements, the State has not waived the Lessor’s immunity from suit
or extended its consent to be sued. However, current State law provides that monetary claims against
the Lessor for breach of its contractual obli gations may be heard and determined exclusively in the
forum of the Tennessee Claims Commission, an administrative tribunal, where the State may be
liable only for actual damages and certain costs.

MUMB 250246.26
786593-010 07.0~ 99

-14-



3.6 Title to Facilities and Operating Assets. Lessor has good and marketable fee simple
title to the Real Property and title to the Facilities and Operating Assets, free and clear of any and
all encumbrances except for the Permitted Encumbrances.

3.7  Parties in Possession. There are no parties in possession of the Real Property, except
for patients at the Hospital and the lessees under the Assigned Leases and Contracts.

3.8 Condemnation. There are no pending or threatened condemnation or similar
proceedings against the Real Property or any portion thereof.

3.9 No Lifigation. Except as previously disclosed to Lessee in writing, there are no
Material claims, actions, suits, arbitrations, license revocations, governmental investigations,
inquiries or proceedings pending or, to the best actual knowledge of Lessor, threatened against
Lessor, at Jaw or in equity, or before any governmental or administrative board, agency or authority
relating to the Existing Facility Operations, Real Property, the Facilities, or Operating Assets, or
arising out of the operation or management of the Hospital.

3.10  Finder's or Broker's F ees. Lessor has not engaged any finder or broker in connection
with this Agreement or the transaction contemplated hereby, and Lessee is not and will not be

obligated for any finder's or broker's fee or commission in connection with this Agreement, or the
transactions contemplated hereby, as a result of the actions by Lessor,

3.11  Consents and Approvals. Except as previously disclosed to Lessee in writing, and

except for those consents and approvals required by the Enabling Legislation, the execution, delivery
and performance of this Agreement, and the consummation of the transactions contemplated by this
Agreement, by Lessor will not require any consent, approval, authorization, order, declaration, filing
or registration of or with any federal, state or local governmental or regulatory authority (the
"Governmental Authorities") or other Person or Persons, and no other action on the part of Lessor
or any other Person is necessary to authorize the execution, delivery, and consummation of this
Agreement. '

3.12  Facilities and Operati ssets. The Facilities and the Operating Assets constitute
all the assets currently being utilized by Lessor in connection with Existing Facility Operations,

3.13 signed I eases an tracts.

(a) To the best of Lessor's actual knowledge, the Assigned Leases and Contracts
constitute all Material contracts, agreements, purchase orders, leases, subleases, options and
commitments, oral or written, and all assj goments, amendments, schedules, exhibits and appendices
thereof, affecting or relatin g to the Facilities or any Operating Asset or any interest therein, to which
Lessor is a party, or by which Lessor, the Operating Assets or the F acilities is bound or affected,
including, without limitation, service contracts, management agreements, equipment leases, office
leases and ground or building leases pertaining to any part of the Real Property or Improvements
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(other than the Excluded Leases and Confracts). Materiality for the purposes of this Section 3.13
shall mean a monetary value in excess of $10,000,

(b) Except as previously disclosed to Lessee in writing, none of the Assigned Leases and
Contracts have been terminated, extended, modified, amended, assigned, transferred or subordinated,
and each is in full force and effect and s valid, binding and enforceable in accordance with jtg
respective terms.

(c) To the best of Lessor's actual knowledge, and except as previously disclosed to Lessee
in writing: (1) no event or condition has happened or presently exists that constitutes a default or
breach or, after notice or lapse of time or both, would constitute a default or breach by any party
under any of the Assigned Leases and Contracts; and (2) there are no counterclaims or offsets under
any of the Assigned Leases and Contracts,

(d) To the best of Lessor’s actual knowledge, there does not exist any security interest,
lien, encumbrance or claim of others created or suffered to exist on any of the Assigned Leases and
Contracts, except as a Permitted Encumbrance,

(e)  Except as previously disclosed to Lessee in writing, none of the Assigned Leases and
Contracts shall be amended between the Signing Date and the Closing without the prior written
consent of Lessee.

3.14  Financial Statements. The financial statements for Lessor as of June 30, 1998 (ie.,
balance sheet, statement of changes in fund balances, statement of current revenues, expenditures
and other changes, and accompanying footnotes) will have been provided to Lessee prior to Closing
and will include the financial assets and operations for the Hospital. These financial statements are
accompanied by the auditor’s opinion letter which states that the financial statements present fairly,
in all Material respects, the financial position of Lessor as of June 30, 1998. The financial
statements have been prepared in accordance with generally accepted accounting principles as
prescribed by the Governmenta) Accounting Standards Board and AICPA College Audit Guide.

3.15  Absence of Certain Changes. Since June 30, 1998, Lessor, as relates to the Hospital,
has: (a) not suffered any Material adverse change in the condition, financial or otherwise, business,
assets, liabilities or operations which for purposes of this section shall mean in excess of a 15%
reduction in net worth or net working capital; (b) not acquired or disposed of any assets except in
the ordinary course of business consistent with past practices; (¢) not suffered any damage,
destruction or loss to any of its properties and assets, whether or not covered by insurance, in excess
of $500,000; (d) not written down the valye of any assets of Lessor, or written off as uncollectible
any accounts receivable of Lessor, except for write-downs and write-offs in the ordinary course of
business consistent with past practices; () not removed any fixtures, property or Equipment owned
or leased by it or any related local medical facility except in the ordinary course of business
consistent with past practice; or (f) not agreed, whether in writing or otherwise, to take any action

described in this Section 3.15.
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3.16 Taxes. With regard to all periods of time through the Closing, Lessor has paid in full
all federal and state withholding taxes, unemployment taxes, social security taxes, franchise taxes,
payroll taxes, and all other applicable federal, state or local taxes, including, but not limited to, any
sales, gross receipts or excise taxes which have or may have an impact on the Facilities or the
transaction coatemplated by this Agreement, and all penalties and interest with respect thereto,
relating to the operations of the Facilities, which were assessed, confirmed, accruable or which relate
to the period of time prior to the Closing, or has made satisfactory provision therefor and shall pay
such taxes when due if such occurs afier the Closing. Any refunds (including interest paid by the
taxing authority) on such taxes relating to Existing Facility Operations shall be paid to the Lessee
upon receipt. Upon request, Lessee shall receive regular reports from Lessor as to the status of any
such pending tax refunds and shall have the right, at its own expense, to participate in any
administrative or legal process to recover such taxes from the taxing authority.

3.17 [Insurance. Lessor has insurance or self-insurance coverage in effect (including
statutory rights to exclusive jurisdiction in the Tennessee Claims Commission) for the Facilities,
Existing Facility Operations and all Real Property, operations, personnel, residents, faculty, staff,
and assets of an insurable nature and of a character usually insured. Schedule 3.17 attached hereto
and incorporated herein (as adjusted at the Closing by mutual consent) contains a true, complete,
correct and accurate list and summary description of all such coverage (specifying the insurer, the
amount of coverage, any deductibles, the type of insurance, the amount of premiums and dates when
they are due, the policy number and any pending claims thereunder, and the expiration date)
maintained as aforesaid relating to Lessor. Lessor is not in default or breach with respect to any
provision contained in any such coverage, nor has it failed to give any notice or to present any claim
thereunder in due and timely fashion. Lessor shall remain responsible for professional liability
coverage (including self-insurance) for medical residents and faculty in the Graduate School of
Meédicine.

3.18 Motor Vehicles. Lessor shall execute in favor of Lessee title certificates for all motor
vehicles, ambulances and air ambulances owned by Lessor utilized in Existing Facility Operations.

3.19 Year 2000 Problem. With regard to the possibility that computer programs and
systems may not properly process dates subsequent to December 31, 1999 (the "Y2K Problem"),
Lessor represents and warrants that its computer systems (including, but not limited to, systems
which process wages, salaries and benefits, but excluding computer systems which become property
of Lessee under this Agreement or an Affiliated Agreement) are free from the Y2K Problem insofar
as it may affect the Hospital, Hospital Employees (as defined in the Employee Services Agreement),
other employees of the Hospital, Hospital vendors, and Hospital patients. '

3.20 Ongoing Construction. Except as disclosed on Schedule 3.20 attached hereto and
incorporated herein, there are presently no ongoing construction or improvement projects on the Real
Property having a value exceeding $1,000,000.
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3.21 Intellectual Property. No proceedings have been instituted or ar¢ pending or, to the
best of Lessor’s actual knowledge, threatened which challenge the validity of the ownership by
Lessor of the Intellectual Property, and Lessor knows of no meritorious basis therefor. To the best
of Lessor's actual knowledge, Lessor has not interfered with, infringed upon, misappropriated, or
violated any intellectual property, or confidential or proprietary rights of any third party relating to
the Intellectual Property. To the best of Lessor's actual knowledge, the Lessor’s use of the
Intellectual Property does not constitute such infringement, misappropriation or violation and the
Lessor has not received any charge, complaint, claim, demand, or notice alleging any such
interference, infringement, misappropriation, or violation. Lessor has not granted any license,
permission or other authorization to any other person/entity to use such Intellectual Property (other
than the Indicia) and Lessor has no actual knowledge of the unauthorized use or infringement of any
of such Intellectual Property by any other person/entity. Lessor owns (or possesses adequate and
enforceable licenses or other rights to use) all Intellectual Property.

3.22 No Omissions or Misstatements. To the best of Lessor’s actual knowledge, there is
no fact Material to the assets, liabilities, business or prospects of the Facilities or the Operating
Assets which has not been set forth or described in this Agreement, or the Affiliated Agreements,
or on the Schedules attached hereto or thereto, which is Material to the business, operations or
financial condition of the Facilities. To the best of Lessor's actual knowledge, none of the
information included in this Agreement and Schedules, or other documents furnished, or to be
furnished, by Lessor, or any of its representatives, contains any untrue statement of a Material fact,
or is misleading in any Material respect, of ormits to state any Material fact necessary in order to
make any of the statements herein or therein not misleading. Copies of all documents referred to in
any Schedule attached hereto have been delivered or made available to Lessee, and constitute true,
accurate, correct and complete copies thereof, and include all amendments, exhibits, schedules,
appendices, supplements or modifications thereto or waivers thereunder.

ARTICLEIV
SENTATIONS W ES BY LESS

Lessee makes the following representations and warranties to Lessor as of Signing Date and
Closing.

4.1  Organization. Lessee is a non-profit corporation duly incorporated, validly existing,
and in good standing under the laws of the State of Tennessee.

42  Power and Authority. Lessee has full power and authority to enter into this
Agreement, to carry out the transactions contemplated hereunder, and to carry out its obligations
hereunder.

43  Authorization. Lessee is duly authorized to execute, deliver and perform this
Agreement,
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4.4 Application for T'ax-Exempt Status. Lessee has applied to the Internal Revenue

Service to receive a determination that Lessee is an organization described in Section 501 (€)(3) of
the Code as exempt from federal income tax under Section 501(a) of the Code.

4.5  No Violation. Lessee is not subject to any limitation, restriction or provision of any
nature whatsoever contained in Lessee's charter or bylaws, or in any evidence of indebtedness,
indenture, commitment, agreement or contract to which Lessee is a party or by which it is bound,
or subject to any existing judgment, order or decree binding upon Lessee, which in any way limits,
restricts or prevents Lessee from entering into this Agreement or performin g any of its obligations
hereunder.

4.6 Enforceability. This Agreement, and the Affiliated Agreements executed by Lessee
of even date herewith, constitute the legal, valid and binding obligations of Lessee, enforceable in
accordance with their respective terms, except insofar as: (a) enforcement may be limited by
applicable bankruptey, insolvency, reorganization, moratorium and other similar laws of general
application with creditors; and (b) the remedy of injunctive and other forms of equitable relief may
be subject to equitable defenses (including commercial reasonableness, good faith and fair dealin g),
and to the discretion of the court before which any proceeding therefor may be brought.

4.7 Insurance. Lessee will have insurance coverage in effect for the Existing Facility
Operations as required by Article IX of this Agreement.

4.8 No Omissions or Misstatements. To the best of Lessee’s actual knowledge, there is

no fact Material to the assets, liabilities, business or prospects of the Facilities or the Operating
Assets which has not been set forth or described in this Agreement, or the Affiliated Agreements,
or on the Schedules attached hereto or thereto, which is Material to the business, operations or
financial condition of the Facilities. To the best of Lessee's actual knowledge, none of the
information included in this Agreement and Schedules, or other documents furnished, or to be
furnished, by Lessee, or any of its representatives, contains any untrue statement of a Material fact,
or is misleading in any Material respect, or omits to state any Material fact necessary in order to
make any of the statements herein or therein not misleading. Copies of all documents referred to in
any Schedule attached hereto have been delivered or made available to Lessor, and constitute true,
accurate, correct and complete copies thereof, and include all amendments, exhibits, schedules,
appendices, supplements or modifications thereto or waivers thereunder.

4.9  Financial Statements. The pro-forma financial statements for Lessee as of June 30,
1998 (i.e., balance sheet, statement of changes in fund balances, statement of current revenues,
expenditures and other changes, and accompanying footnotes) will have been provided to Lessor
prior to Closing and will include the financial assets and operations for Lessee.

4.10 No Litigation. Except as previously disclosed to Lessor in writing, there are no
Material claims, actions, suits, arbitrations, license revocations, governmenta) investigations,
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inquiries or proceedings pending or, to the best actual knowledge of Lessee, threatened against
Lessee, at law or in equity, or before any govermnmental or administrative board, agency or authority.

ARTICLE V
CcoO TS L R AND E

The following Eovcnants contained in this Article V shall be effective from and after the
Signing Date.

5.1 Maintenance of Facilities. Lessor and Lessee shall not, under any circumstances, be
required to build or rebuild any Improvements or Lessee Improvements on the Facilities (excluding
the Henley Street Facility), or to make any repairs, replacements, alterations, restorations, or
renewals of any nature or description to the Facilities (excluding the Henley Street Facility), whether
ordinary or extraordinary, structural or non-structural, foreseen or unforeseen, or to make any
expenditure whatsoever with respect thereto in connection with this Agreement, or to maintain the
Facilities (excluding the Henley Street Facility) in any way; provided, however, Lessee shall
maintain Facilities (excluding the Henley Street Facility) which are open to the public or otherwise
in use in good and safe repair, in accordance with the standards generally considered as good for
medical facilities and hospitals.

52  Operation of Facilities. It is intended that Lessee will qualify at all times as an
organization exempt from federal income tax under Sections 501(a) and 501(c)(3) of the Code. The
Lessee is a public benefit corporation within the meaning of Tenn. Code Ann. § 48-51-101, et seq.,
formed for charitable, scientific and educational purposes within the meaning of Section 501(c)(3)
of the Code, including, but not limited to, operating the Hospital in 2 manner which will fulfill the
Hospital’s mission statement of dedication to its continuation as the premier center to offer medical
care to the underserved population of the thirteen (13) county area served by the Hospital as required
by Tenn. Code Ann. § 49-9-1301; providing health care services for the residents of the region and
beyond, including specialized care that is customarily available at academic medical centers;
supporting medical research and education; providing a patient base for training physicians, dentists,
nurses and other health professionals; supporting clinical research and research traming; contracting
with, forming joint ventures and partnerships with, and owning interests in other organizations which
provide health care services within or as a part of integrated health care delivery systems; and any
other activity which supports the delivery of health care services, but only to the extent and in such
manner that such purposes constitute exclusively charitable, scientific and educational purposes
within the meaning of Section 501(c)(3) of the Code.

Subject to: (2) the requirements of the Enabling Legislation and this Agreement; and (b) the
terms and conditions of any Affiliated Agreement, Lessee shall have the sole and exclusive charge
of the operation of the Facilities (other than the Henley Street Facility), which rights shall include
those rights set forth in Article VIII herein.
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53 ompliance With Applicable Law.

(a)  Lessee shall not use, operate or occupy, nor permit any use, operation or occupancy
of, the Facilities, or any part thereof, contrary to the Enabling Legislation or Legal Requirements.
Lessee also shall observe and comply in all Material respucts with the requirements respecting the
Facilities of all policies of insurance, or programs of self-insurance, at any time in force, with respect
to any of the buildings, Improvements, machinery or Equipment constituting a part of the Facilities.

(b)  Nothing in this Section 5.3 shall require Lessee to comply with any law, ordinance,
order or governmental regulation so long as there is a substantial and legitimate question as to its
applicability to Lessee, or so long as the interpretation or validity of such law, ordinance, order or
governmental regulation shall be contested in good faith and by appropriate legal proceedings,
including securing any necessary injunctive relief which will stay enforcement of such law,
ordinance, order or governmental regulation.

54 Liens and Encumbrances. Except for Permitted Encumbrances, Lessee covenants and
agrees that it shall not create or suffer to be created any lien, encumbrance or charge upon Lessee's
leasehold interest in the Facilities or the Operating Assets and that it will satisfy or cause to be
discharged, or shall make adequate provision to satisfy and discharge, within sixty (60) days after
the same shall be due, all lawful claims and demands for labor, materials, supplies or other items,
Nothing in this Section 5.4 shall require Lessee to satisfy or discharge anty such charge, claim or
demand so long as the validity thereof shall be contested in good faith by appropriate legal
proceedings, and upon posting bond, if required. Lessee covenants and agrees that it is not permitted
to create any encumbrance on the Henley Street Facility.

5.5 ['ax-Exempt Status.

(a) Lessee covenants and agrees that it will diligently pursue its application filed with the
Internal Revenue Service for a determination that Lessee is an organization described in Section
501(c)(3) of the Code. Lessee further covenants and agrees that it shall not perform any act or enter
into any agreement which shall adversely affect the federal income tax status of Lessee, and shall
conduct its operations and that of the Hospital so as to maintain Lessee's status, once so determined,
as a charitable organization within the meaning of Section 501(c)(3) of the Code which is exempt
from federal income taxes under Section 501(a) of the Code, or any successor provisions of federal
income tax Jaw.

(b) To the extent permitted by law, Lessor and Lessee agree to take such action as the
laws of Tennessee permit to ensure that the Facilities are, and remain at all times, during the Term
of this Agreement, exempt from ad valorem and other state and local taxation to the maxinmum extent
allowed by law.

~ 5.6 License and Accreditation. Lessee will procure, and maintain in good standing, a
license from the State to operate the Hospital as a hospital. Lessee will cause the Hospital to have
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JCAHO accreditation throughout the Term of this Agreement, or such accreditation issued by a
nationally recognized accrediting body that in the judgment of Lessee's Board of Directors is in the
best interest of the Hospital.

5.7 Consents and ] "~tices. Lessor shall use its best efforts to obtain all consents and shall
give all notices which may be required in connection with this Agreement, including, without
limitation, those required for the transfer of the Assigned Leases and Contracts to Lessee and the
assumption by Lessee of the Assumed Liabilities hereunder in accordance with the terms of such
agreements and liabilities. Lessor shall provide Lessee with satisfactory evidence that all such
Material consents have been obtained and notices have been given upon Lessee's written request.

5.8  Lessor and I essee Not to Compete. To the extent not prohibited or required by law,
Lessor hereby covenants that during the Term of this Agreement, it shall not without the prior written

consent of Lessee: (a) construct, fund, own, sponsor, manage or operate any acute-care hospital
facility, ambulatory surgical center, physician clinic, emergency or urgent care center, management
services organization, managed care compary, or any similar facility within one hundred (100) miles
of the boundaries of Knox County, Tennessee; or (b) offer, provide or fund any health care related
services which compete with the services offered by Lessee or the Hospital as of such date, other
than a student health clinic and the activities of the athletics departments.

5.9  Continued Existence. Lessor and Lessee each covenant to continue their respective
legal existence, and shall not voluntarily dissolve or take steps to terminate their continued legal
existence without the prior written consent of the other.

5.10 Continued Validity of Representations and Warranties. Lessor and Lessee each

covenant that they will make reasonable efforts to cause their respective representations and
warranties herein to remain true, accurate, correct, and complete during the Term of this Agreement.

5.11 Repavment of Debt. Lessor covenants that it will utilize the Consideration to
immediately defease all of the Lessor’s and State’s debt with regard to the Hospital, the Facilities
and the Existing Facility Operations.

5.12 Cooperation. Lessor and Lessee each covenant to: (a) cooperate in the administration
of this Agreement and the Affiliated Agreements; (b) execute documents as required to effectuate
the transactions contained in this Agreement; (¢) make available during normal business hours
information necessary to the effective administration of this Agreement; and (d) to hold any such
information as confidential to the fullest extent allowed by law. Lessee will maintain permanent
records of the disposal of hazardous waste materials generated by Existing Facility Operations before
and after Closing. Lessee will make these records available to Lessor for its use in defending any
claim against UT arising out of the disposal of hazardous waste materials. Upon termination of this
Agreement, Lessee will provide copies of these records to Lessor.

MIMB 250246.06
786393-010 07/07 95



5.13  UT Student Health Clinic Services. Lessee covenants and agrees to continue to

provide the patient care services it currently provides to UT students in accordance with the policies
and procedures attached as Schedule 5.13.

5.14 Hospital Discount. To the extent permitted by applicable law, Lessee agrees to
continue the current discount on inpatient and outpatient Hospital services provided to UT
Employees, their spouses and dependent children; provided, however, the discount shall not apply
to UT Employees whose beginning date of employment is on or after February 1, 2000.

5.15 ontinu cess to the ital ees of Lessor. Lessor and Lessee will
each use their respective best efforts, working with the State of Tennessee, to allow the Hospital to
be included as one of the hospital providers in each health care plan offered to employees of Lessor.

5.16  Post-Closing Gifts, Trusts and Bequests. Lessor and Lessee covenant and agree that

after Closing, Lessor will not accept new gifts or bequests for the patient care mission of the
Hospital, nor will Lessor manage any gifts or bequests made directly to Lessee. Consistent with its
statutory powers, Lessor may serve as the trustee of an inter vivos or testamentary trust created for
the benefit of the patient care mission of the Hospital.

5.17 Pre-Closj ifts. Trusts, and Bequests. Lessor and Lessee covenant and agree that
no gift, trust, or bequest made to Lessor up to and including. the Closing shall be transferred to
Lessee under this Agreement, but if the instrument of gift, trust, or bequest provides that income or
corpus shall be used for the patient care mission of the Hospital rather than for the education and
research mission of the Graduate School of Medicine, Lessor shall transfer the income or corpus to
Lessee in compliance with the terms of the instrument.

ARTICLE VI
LESSQR'S CONDITIONS TO CI. OSING

The obligations of Lessor hereunder are, at the option of Lessor, subject to the satisfaction,
on or prior to the Closing, of the following conditions, unless waived in writing by Lessor:

6.1  Representations/Warranties. The representations and warranties of Lessee contained
in this Agreement shall be true in all Material respects when made and on and as of the Closing as
though such representations and warranties had been made on and as of such Closing; and each and
all of the terms, covenants and conditions of this Agreement to be complied with or performed by
Lessee on or before the Closing, pursuant to the terms hereof, shall have been duly complied with
and performed in all Material respects.

6.2  Action/Proceeding. No action or proceeding before a coiurt or any other governmental
agency or body shall have been instituted to restrain or prohibit the transactions herein contemplated
and no govemmental agency or body shall have taken any other action or made any request of Lessee
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or Lessor as a result of which Lessor reasonably and in good faith deem:s it inadvisable to proceed
with the transactions hereunder.

6.3  Order Prohibiting Transaction. No order shall have been entered in any action or

proceeding before any court or governmental agency, and no preliminary or permanent injunction
by any court shall have been issued which would have the effect of: (a) making the transactions
contemplated by this Agreement illegal; (b) otherwise preventing consummation of such
transactions; or (c) imposing Material limitations on the ability of Lessor effectively to lease the
Facilities and sell and transfer the Operating Assets. There shall have been no federal or state statute,
rule or regulations enacted or promulgated after the date of this Agreement that would reasonably,
directly or indirectly, result in any of the consequences referred to in this Section 6.3. :

6.4  Lessee's Deliveries. Lessee shall have delivered to Lessor each of the items specified
at Section 13.1.

6.5  Approvals. Each of the approvals required by the Enabling Legislation must have
been properly received.

6.6  Insurance. Lessor shall have reasonably consented to the insurance arangements
described in Article IX of this Agreement.

6.7  Legal Opinion. Lessor shall have received a favorable opinion from counsel to
Lessee, in a form mutually satisfactory to the Lessor and Lessee.

6.8  Affiliated Agreements. All of the conditions precedent to the obligations of Lessor
in each of the Affiliated Agreements must have been satisfied.

ARTICLE VII

LESSEE'S CONDITIONS TO CLOSING

The obligations of Lessee hereunder are, at the option of Lessee, subject to satisfaction, on
or prior to the Closing, of the following conditions, unless waived in writing by Lessee:

7.1 Representations/Warranties. The representations and warranties of Lessor contained
n this Agreement shall be true in all Materjal respects when made, and on and as of the Closing, as
though such representations and warranties had been made on and as of such Closing; and each and
all of the terms, covenants and conditions of this Agreement to be complied with or performed by
Lessor on or before the Closing, pursuant to the terms hereof, shall have been duly complied with
and performed in all Material respects.

7.2 ° Licenses and Permits. Lessee shall have reasonable assurances from the State
licensing agencies that upon the Closing, licenses to operate the Existing Facility Operations as
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currently operated by the Lessor will be transferred to, or reissued in the name of, Lessee. Lessee
shall have obtained all other consents, licenses, permits, approvals, determinations or certificates of
need required for Lessee to lease and operate the Facilities as contemplated hereby.

7.3 Action/Proceeding. No action or proceeding before a court or any other governmental
agency or body shall have been instituted to restrain or prohibit the transactions herein contemplated
and no governmental agency or body shall have taken any other action or made any request of Lessee
or Lessor as a result of which Lessee reasonably and in good faith deems it inadvisable to proceed
with the fransactions hereunder.

7.4  Lessor's Deliveries. Lessor shall have delivered to Lessee each of the items specified
at Section 13.2.

7.5  Order Prohibiting Transaction. No order shall have been entered in any action or
proceeding before any court or governmental agency, and no preliminary or permanent injunction
by any court shall have been issued which would have the effect of: (a) making the transactions
contemplated by this Agreement illegal; (b) otherwise preventing consummation of such
transactious; or (¢) imposing Material limitations on the ability of Lessee effectively to lease the
Facilities or acquire and hold the Operating Assets. There shall have been no federal or state statute,
rule or regulations enacted or promulgated after the date of this Agreement that would reasonably,
directly or indirectly, result in any of the consequences referred to in this Sectjon 7.5.

7.6  DueDiligence. Lessee shall be satisfied, in all respects, with the condition of, and
title to, the Facilities and Operating Assets, in Lessee's sole discretion.

7.7  Approvals. Each of the approvals required by the Enabling Legislation must have
been properly received.

7.8 Fipancing. Lessee shall have received acceptable financing from a public or private
placement of tax-exempt bonds (or, to the extent required by the Code, taxable bonds) issued by
Lessee sufficient to fund Lessee’s obligations hereunder, at a rate and terms acceptable to Lessee in
its sole discretion.

7.9  Title Policy. Lessee shall havereceived from Lessor a leasehold owner’s title policy
acceptable to Lessee.
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7.10 Legal Opinion. Lessee shall have received a favorable opinion from the UT Office
of General Counsel, in a form satisfactory to Lessor and Lessee.

7.11  Affiliated Agreements. All of the conditions precedent to the obligations of Lessee
in each of the Affiliated Agreements must have been satisfied.

ARTICLE VIII
PROVEME : DIS ITION OF PROPERTY: INDER
8.1 Lessee Improvements. All buildings, structures, improvements, machinery,

equipment and other property which shall be constructed, placed or installed in, or upon, the Real

Property after Closing, as an addition to, or as a substitute for, or in renewal or replacement of, any

buildings, structures; improvements, furnishings, equipment or other property constituting part of
the Facilities (except the Henley Street Facility) on the Real Property (the "Lessee Improvements")

shall (unless Lessor and Lessee otherwise provide by signed written agreement directed to a specific

item) be excluded from Improvements hereunder without any further act or deed, and nothing herein

shall be construed as subjecting real property. other than the Real Property, or improvements not

located on the Real Property, to the provisions of this Agreement. The Real Property and

Improvements shall be completely within the control of Lessee throughout the Term hereof, and
Lessee shall have the right at any time to erect, construct, maintain, alter, reconstruct, demolish,

build, and replace any Improvements without the permission of Lessor or the State Building
Commission, which, by approval of this Agreement, elects, in its sound discretion, not to supervise

these projects, subject to the provision set forth in this Section 8.1 below. Prior to the construction
of new buildings, addition of square footage to existing buildings, or the complete internal or
external demolition of existing buildings, Lessee shall give Lessor and the State Architect, on behalf
of the State Building Commission, written notice of such plans at least one hundred and fifty (150)

days prior to commencement. Lessor and the State Architect, on behalf of the State Building

Commission, shall have sixty (60) days to review and approve or disapprove such plans in order to

oversee the general development of the campus, but approval shall not be unreasonably withheld and

shall be deemed to have been given unless Lessor or the State Architect, on behalf of the State

Building Commission, give written notice to Lessee of objections (stated with specificity) within

such sixty (60) day period.

8.2 Disposition of Facilities and Operating Assets. As permitted by Article XI hereof,
and otherwise except as may be limited by the Enabling Legislation, Lessee: (i) may freely pledge,
mortgage, hypothecate, assign, or sublease its leasehold interest in any of the leased Facilities (except
the. Henley Street Facility) hereunder; and (ii) may freely transfer, convey, sell, pledge, mortgage,
hypothecate, assign, lease, or sublease any Operating Asset transferred hereunder.

8.3  Surrender of Improvements and Lessee Improvements. Upon the expiration of the

Term hereof, all Improvements and Lessee Improvements (excluding Operating Assets) located on
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the Real Property shall be surrendered to and become the absolute property of Lessor at no cost to
Lessor and free and clear of all liabilities, liens, or other encumbrances. Lessee shall execute a bill
of sale, deed, or any other documentation reasonably requested by Lessor to confirm the transfer of
title to Improvements and Lessee Improvements.

8.4  Easements; Plats. If Lessee, or any Leasehold Mortgagee, determines that it is
necessary or advantageous to grant any easement or license of any kind under, over, across or
connecting the Real Property or any portion thereof, or to plat or replat the Real Property or any
portion thereof, Lessee or any Leasehold Mortgagee shall be entitled to grant easements and execute
any plats or replats with respect to its leasehold interest only. Lessor shall cooperate with and
execute any applications, permits, plats and other documents as may be necessary or proper for
Lessee (a) to be afforded necessary zoning classifications for the Real Property; (b) to have access
to any portion of the Facilities (except the Henley Street Facility) not otherwise accessible by public
road; (c) to obtain any required governmental approvals of site or building plans for the demolition,
construction, improvement, maintenance, use and enjoyment of any Improvements now existing or
to be erected on the Real Property (except the Henley Street Facility); or (d) to provide or maintain
utility services to the Real Property and any Improvements. No other easements shall be permitted
except as described in this Section 8.4.

ARTICLE IX

INSURANCE

9.1  Required Insurance. At all times beginning on Closing and continuing while this
Agreement is in effect, Lessee shall maintain, or cause to be maintained, such insurance of the types
specified below in amoeunts and with such deductibles as shall be comparable to coverages carried
by Institutioris possessing, operating and managing assets similar to those being leased to Lessee
under this Agreement:

(a) on the Facilities (except the Henley Street Facility): insurance coverage for loss or
damage by fire, vandalism and malicious mischief, theft, extended coverage perils commonly known
as "All Risk" and all physical loss perils, (including, but not limited to, sprinkler leakage, windstorm,
hail, earthquake, tomado, explosion, riot, aircraft, smoke and vehicle damage). in an amount not less
than one hundred percent (100%) of the then Full Replacement Cost thereof (as defined below in
Section 9.2) with a replacement cost endorsement sufficient to prevent Lessee from becoming a co-
insurer together with an agreed value endorsement;

(b) on the Facilities (except the Henley Street Facility): insurance coverage of boilers,
pressure vessels, auxiliary piping and selected machinery objects (pumps and compressors);

(c) claims for personal injury or property damage under a policy of comprehensive
general liability insurance including, malpractice insurance protecting Lessee against liability for
death, injury, loss or damage as a result of, or arising out of, examination. diagnosis. treatment or
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care of (or failure to so examine, diagnose, treat or care for) any patient of the Hospital or any
occupant of the same, but not limited to insurance against assumed or contractual Liability including,
any indemnities under this Agreement with amounts not less than Five Million Dollars (§5,000,000)
per occurrence and Ten Million Dollars ($10,000,000) aggregate in respect of bodily injury and
death, and Tex Million Dollars ($10,000,000) aggregate for property damage (Lessor and Lessee will
reevaluate these insurance limits every ten (10) years during the Term of this Agreement to adjust
the limits to the then current market conditions);

(d) on the Facilities (except the Henley Street Facility): insurance coverage for flood
(when the Facilities are located in whole or in part within a designated flood plain area) and such
other hazards and in such amounts as may be customary for comparable properties in the area, and
if available from insurance companies authorized to do business in the state in which the Real
Property is located, at rates which are economically practicable in relation to the risks covered;

(e) fleet automobile liability insurance in the amount equal to Ten Million Dollars
(310,000,000) combined single limits;

@ worker's compensation (including, without limitation, coverage for UT Hospital
Employees and Lessee Employees) and unemployment coverages as required or permitted by the
State and employer’s liability in an amount of at least Five Million Dollars (§5,000,000);

(2)  builder's risk insurance, completed value form, for the total amount of the
construction project, including all change orders therein, during the construction of any Lessee
Improvements;

(h)  director's and officer's liability insurance in an amount of at least Ten Million Dollars
{$10,000,000);

(i) special risk insurance (if applicable); and

) environmental risk insurance in an amount of at least Twenty-Five Million Dollars
($25,000,000).

Where feasible, Lessor shall be named as a joint named insured or an additional named
insured on such policies, unless Lessor and Lessee mutually agree prior to Closing that the cost of
such action is prohibitive.

9.2 Replacement Cost. The term "Full Replacement Cost," as used herein, shall mean
replacement cost as defined in the relevent insurance policy.

9.3  Insurers and Policies. All of the policies of insurance referred to in this Article IX
shall be written in form satisfactory to Lessor and by insurance companies satisfactory to Lessor,
Lessee shall pay all of the premiums therefor, and deliver such policies or certificates thereof to
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Lessor prior to their effective date (and, with respect to any renewal policy, at least fifteen (15) days
prior to the expiration of the existing policy) and in the event of the failure of Lessee either to effect
such insurance in the names herein called for or to pay the premiums therefor, or to deliver such
policies or certificates thereof to Lessor at the times required, Lessor shall be entitled, but shall have
no obligation, to enact such insurance and pay the premiums therefor, which premiums shall be
repayable to Lessor upon written demand therefor, and failure to repay the same shall constitute an
event of default. Each insurer mentioned in this Section 9.3 shall agree, by endorsement on the
policy or policies issued by it, or by independent instrument fumished to Lessor, that it will give to
Lessor thirty (30) days' written notice before the policy or policies in question shall be altered,
allowed to expire or canceled.

94 Lessee’s Right to Self-Insure.

() Subject to the terms of Subsection (b) below, and so long as Lessee is not in default
under the terms of this Agreement, Lessee shall have the right to self-insure the risks that would
otherwise be covered by the insurance required to be maintained by Lessee by the terms of Section
9.1 above. If Lessee desires to exercise its right to self-insure, Lessee shall so notify Lessor and
Lessee shall thereupon assume the risks of and shall pay from its assets the costs, expenses, damages,
claims, losses, and liabilities relating to injury or death to persons or damage to property, if and to
the same extent that a third party insurance company would have paid those amounts if the insurance
company were insuring those risks under the policies described in Section 9.1 above.

(b)  Notwithstanding anything contained in this Agreement to the contrary, the terms of
this Section 9.4 shall only apply if and for so long as Lessee’s net worth shall equal or exceed fifty
million dollars ($50,000,000), adjusted by the CPI from Closing (the "Net Worth Requirement").
Furthermore, Lessee’s right to self-insure shall be exercised only by positive action of Lessee’s board
of directors. Lessor, at it own discretion, may waive the provisions of this Section 9.4( b) in writing.

(c) Within one hundred twenty (120) days of the end of Lessee’s Fiscal Year, Lessee shall
cause its certified public accounting firm to issue a letter delivered to Lessor stating whether the Net
Worth Requirement has been satisfied and which contains a description of Lessee’s self-insurance
program.

(d)  Lessee shall promptly notify Lessor in writing in the event its net worth falls below
the Net Worth Requirement, or if Lessee is required to or elects to terminate its program of self-
insurance for any reason whatsoever. That notice shall be accompanied by a certificate of insurance
from a third-party insurance company which evidences the existence of the insurance coverage
required to be maintained pursuant to the terms of Section 9.1.

0.5 Involuntary Loss: Use of Insurance Proceeds; Condemnation Awards and Sale
Proceeds. '
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(a) If during the Term hereof, all or any part of the Facilities (excluding the Henley Street
Facility and Lessee Improvements) shall be damaged or destroyed by whatever cause, or shall be
taken by any public authority or entity in the exercise of, or acquired under the threat or the exercise
of, the power of eminent domain (for purposes hereof, an "Involuntary Loss"), Lessee shall give
prompt notice of such Involuntary Loss to Lessor.

(b)  Lessee may repair, rebuild or restore the Facilities (except the Henley Street Facility)
damaged, destroyed or taken with such changes, alterations and modifications (including the
substitution and addition of other property) as may be desired by it and Lessee may receive the
insurance proceeds, condemnation awards or sale proceeds resulting from such Involuntary Loss and
shall apply said proceeds for such purpose together with any additional moneys necessary therefor.
Any condemnation award relating solely to the underlying fee simiple interest owned by Lessor shall
be paid to Lessor,

(c)  Lessee and Lessor shall cooperate fully with one another in the handling and conduct
of any prospective, pending or threatened condemnation proceedings, or with respect to any
settlement or negotiation proceedings involving coverage provided under any policy of insurance.

(d)  Lessor agrees to take no portion of the Facilities (except the Henley Street Facility)
in any condemnation or eminent domain proceeding without Lessee's consent. In the event any
portion of the Facilities (except the Henley Street Facility) are acquired in any condemnation or
eminent domain proceeding by Lessor or the State, or by conveyance in lieu thereof, the proceeds
thereof shall be paid to Lessee and Lessee shall be entitled to claim compensation from the
condemning authority for business damages. Any condemnation award relating solely to the
underlying fee simple interest owned by Lessor shall be paid to Lessor.

(e}  Any balance remaining after completion of the repair, rebuilding or restoration of the
- Facilities which is attributable to business interruption insurance proceeds shall be paid to Lessee.

€3] Nothing in this Agreement shall be construed as obligating Lessee in any way, or to
any extent, to repair, restore or replace the Facilities (except the Henley Street Facility), or any part
thereof, except from funds made available as provided in this Article IX.

g)  Notwithstanding anything in this Agreement to the contrary, all funds contemplated
In this Article IX shall be paid and disbursed in accordance with the Bond Indenture or any
Leasehold Mortgage.

9.6 ailure to Ca r Self-Insurance. In the event Lessee shall at any time
during the Term hereof neglect or refuse to procure or maintain insurance or self-insurance as herein
required, Lessor may, at its option, and following at least thirty (30) days' written notice to Lessee,
except where a shorter period of written notice is necessary to avoid a default on the Bonds, or to
prevent any loss or forfeiture thereof, procure and maintain such insurance, and Lessee shall be
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obligated to reimburse promptly Lessor for all amounts expended in connection therewith, and
failure to reimburse such amounts shall constitute an event of default.

ARTICLE X
ONTINGENT LI TIES

10:.1 Survival. The provisions of Section 10.2 and Section 10.3 of this Agreement shall
survive the termination of this Agreement and thereafter remain in full force and effect until any
right of recovery is barred by any applicable statute of limitation. The provisions of Section 104,
Section 10,5 and Section 10,6 of this Agreement shall survive the termination of this Agreement and
thereafier remain in full force and effect for five (5) years after expiration of the statute of limitations

applicable to any claim with respect to which Section 10.4, Section 10.5 and Section 10.6 imposes
an obligation on UHS.

10.2  Right of Recovery of Lessee. Lessee shall be entitled to recover from Lessor the

amount of any Damages, arising, directly or indirectly, from or in connection with:

(a) any Breach of any representation or warranty made by Lessor in this Agreement or
any Affiliated Agreement;

(b) any Breach by Lessor of any covenant or obligation of Lessor in this Agreement or
any Affiliated Agreement; or

(©) any payment by Lessee in respect of an Excluded Contract or Lease.

In all cases, Lessee's recovery shall be limited (to the extent applicable) to the terms, limits,
and conditions of the Tennessee Claims Commission Act, provided, however, nothing in this
Agreement shall permit Lessee to terminate this Agresment upon the happening of any event giving
rise to Lessee's right of recovery pursuant to this Article X, its exclusive remedies being those
described in Article X herein,

10.3 ight of Recovery of Lessor. Lessor will be entitled to recover from Lessee the
amount of any Damages arising, directly or indirectly, from or in connection with: (a) any Breach
of any representation or warranty made by Lessee in this Agreement or any Affiliated Agreement;
or {b) any Breach by Lessee of any covenant or obligation of Lessee in this Agreement or any
Affiliated Agreement; provided, however, nothing in this Agreement shall permit Lessor to terminate
this Agreement upon the happening of any event giving rise to Lessor's right of recovery pursuant
to this _Article X, its exclusive remedies being those described in Article X herein.

10.4 Liabilitv With Respect To UT Hospital Employees. UT Hospital Employees
performing services under the Employee Services Agreement are “loaned servants’™ of UHS.
Respondeat superior liability for the acts and omissions of UHS Employees and the acts and

M UMB 25024626
786593010 070399

.31 -



omissions of UT Hospital Employees on or after Closing shall lie solely with UHS. All workers’
compensation liability for occurrences on or after Closing with respect to UT Hospital Employees
shall lie solely with UHS. At all times during the Term of this Agreement, and at its expense, UHS
shall provide workers’' compensation insurance for UT Hospital Employees in accordance with
applicable Tennessee law.

10.5 Protection For UT Hospital Employvees. UT and UHS understand and agree that in

performing services under the Employee Services Agreement, the UT Hospital Employees are state
employees “employed in the service of the state” and their “compensation is payable by the state”
within the meaning of Tenn. Code Ann. § 8-42-101(3)(A) and Tenn. Code Ann. § 8-34-101(18).
Therefore, UT and UHS understand and agree that the UT Hospital Employees remain eligible to
participate in the UT Retirement Plans and other UT Benefit Plans and remain eligible to raise the
absolute immunity defense provided in Tenn. Code Ann. § 9-8-307(h) against individual or personal
liability for acts or omissions within the scope of their employment. Notwithstanding the above, UT
and UHS agree that all respondeat superior liability for the acts and omissions of the UT Hospital
Employees lies solely with UHS, which will exercise exclusive direction and control over the
performance of services by UT Hospital Employees under the Employee Services Agreement. UHS
shall indemnify, defend, and hold harmless UT Hospital Employees against all individual or personal
liability for Damages arising out of, attributable to, or in connection with, any act or omission of a
UT Hospital Employee in the performance of services under the Employee Services Agreement,
except for willful, malicious, or criminal acts or omissions, or for acts or omissions done for personal
gain.

10.6 ndemnification of UT, State and State Employees. (a) UHS shall
indemnify, defend, and hold harmless UT, the State, and their agents, trustees, officers, employees,
and successors against all Damages in any way arising out of, attributable to, or in connection with:
(1) the Existing Facility Operations before, on or after the Closing; (2) any act or omission of a UHS
Employee or a UT Hospital Employee after the Closing regardless of whether the act or omission
relates to the Existing Facility Operations; or (3) any act or omission of &, UHS Employee or a UT
Hospital Employee before the Closing only if the act or omission relates to the Existing Facility
Operations. Without limiting the generality and scope of the preceding sentence, the obligations of
UHS under this Section 10,6 shall include, without limitation, the following liabilities; Prior Legal
Liabilities, tort liability, worker's compensation liability, premises liability, environmental liability,
professional liability, malpractice liability, employment discrimination liability, civil rights liability
and liability for breach of any constitutional, statutory, common law or contractual duty.
Notwithstanding any provision herein to the contrary, the indemnification and hold harmless
obligations of UHS under this Article X with respect to a claim filed under the Tennessee Claims
Commission Act for Damages arising out of, attributable to, or in connection with, an occurrence
before Closing, and for which jurisdiction lies under the Tennessee Claims Commission Act, shall
be limited to the monetary limits of liability established by the Tennessee Claims Commission Act.
The indemnification and hold harmless obligation of UHS under this Article X shall be construed
as an obligation to pay Damages and not merely as an obligation to reimburse UT, the State, and
their agents, trustees, officers, employees and successors for Damages paid by them. The obligations
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of UHS under this Article X shall not be deemed or construed to waive or abro gate in any way the
sovereign immunity of UT, the State, or any officer or employee of UT or the State.

(b) UHS's obligation under this Article X to defend a claim for Damages filed against UT,
the State, or 2 UT or State employee (including a UT Hospital Employee) in his or her official
capacity shall be subject to tue following provisions:

(1) All claims filed before Closing and pending as of Closing shall be defended by
UT at its own attorney expense.

(2) All claims (j) arising out of, attributable to, or in connection with, an occurrence
before Closing and (i) filed on or after Closing under the Tennessee Claims Commission Act
shall be defended by UT. UHS shall pay all UT defense costs, including, without limitation
the cost of UT attorney time, at a rate annually agreed upon in writing, and reasonable private
attorney fees incurred to assist UT in defending the claim, as agreed upon in writing from
time to time. '

(3) In the event of a claim (i) arising out of, attributable to, or in connection with, an
“occurrence before Closing, (ii) filed on or after Closing in a state or federal court or
administrative agency, and (iii) against which UT or the State has full or partial immunity
from suit under state or federal law, UT or the State shall appear and raise the immunity
defense at its own attorney expense. If the claim is not dismissed, UHS shall defend the
claim, subject to obtaining any applicable statutory approvals.

(4) In the event of a claim (i) arising out of, attributable to, or in connection with, an
occurrence before Closing, (ii) filed on or after Closing in a state or federal court or
administrative agency, and (iii) against which UT and the State do not have immunity from
suit under state or federal law, UT or the State may elect to defend the claim at its own
attorney expense. If UT and the State elect not to defend, UHS shall defend the claim,
subject to obtaining any applicable statutory approvals.

(5) In the event of a claim (i) arising out of, attributable to, or in connection with, an
occurrence on or after Closing and (ii) filed under the Tennessee Claims Cormmission Act,
UT shall appear and seek dismissal at its own attorney expense. If the claim is not dismissed,
UT may elect to defend the claim. In that event, UHS shall pay all UT defense costs,
including, without limitation, the cost of UT attorney time, at a rate annually agreed upon in
writing, and reasonable private attorney fees incurred to assist UT in defending the claim, as
agreed upon in writing from time to time. If UT elects not to defend the claim, UT shall file
a petition for removal of the claim to the appropriate chancery or circuit court with venue,
pursuant to applicable removal provisions of the Tennessee Claims Commission Act. Upon
removal of the claim, UHS shall defend the claim in the chancery or circuit court, subject to
obtaining any applicable statutory approvals.
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(6) In the event of a claim (i) arising out of, attributable to, or in connection with, an
occurrence on or after Closing and (ii) filed in a state or federal court or administrative
agency, UT or the State may elect to appear and seek dismissal at its own attorney expense.
If UT and the State elect not to appear and seek dismissal, or the claim is not dismissed, UHS
shall defend the claim, subject to obtaining any applicable statutory approvals.

(¢) In accordance with its indemnification and hold harmless obligations under this
Article X, UHS shall pay all Damages under a claim defended by UT or the State pursuant to Section
10.6(b); provided, however, that the obligation of UHS to pay attorney expenses of UT and the State
shall be limited by applicable provisions of Section 10.6(b). Notwithstanding any provision of
Section 10.6 to the contrary, UHS shall have the right to participate in the defense of any claim for
Damages for which it may become liable under this' Agreement or applicable law; provided,
however, UHS understands and agrees that under current law, UHS is not entitled to appear and
defend a claim under the Tennessee Claims Commission Act.

(d) UT and the State shall have the right, through legal counsel, to monitor and review the
defense by UHS of any claim for Damages in which UT, the State, or UT or State employees in their
official capacities are named as defendants. UHS shall obtain the approval of legal counsel for UT
or the State prior to raising sovereign immunity or other legal defenses on behalf of UT, the State,
or UT or State employees in their official capacities. UHS shall not raise the defense of sovereign
immunity as to any claim for Damages against UHS, its agents, officers, directors, employees or
successors if the claim arose out of, was attributable to or was in connection with any act or omission
on or after Closing by UHS, its agents, officers, directors, employees or successors. Nothing herein
shall be construed to prohibit UHS from raising the defense of sovereign immunity as to any claim
arising out of, attributable to or in connection with an act or omission by UT, the State or a UT or
State employee, as long as the defense would have been properly raised by UT, the State, or a UT
or State employee.

(e) Nothing in this Section 10.6 shall be construed to obligate UHS to indemnify, defend and
hold harmless a UT Hospital Employee against individual or personal liability for Damages arising
out of, attributable to, or in connection with, willful, malicious, or criminal acts or omissions, or acts
or omissions done for personal gain.

10.7 Injunctive Relief. In addition to the other remedies described in this Article X, to the
extent permitted by law, the parties may pursue injunctive relief with a court of competent
jurisdiction for enforcement of the provisions of this Agreement; provided however that injunctive
relief against UT or the State shall be available, if at all, only pursuant to the provisions of the
Tennessee Claims Commission Act.
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ARTICLE XI
FINANCING
11.1  Lessee's Right to Obtain Financing. At any time, and from time to time, during the

Term hereof, Lessee shall have the sole responsibility for obtaining, and the right and privilege to
obtain, and shall be entitled to all proceeds of; all financing (including, without limitation, interim,
permanent, capital improvements, and equity) secured by or benefitting the Facilities, or any part
thereof, and all refinancing of all or any part of such financing (interim, permanent, capital
improvements, and equity), subject to the terms and conditions of this Article XI.

11.2  Limitations on Financing. Lessee's rights to obtain such financing and refinancing
shall be subject only to the following conditions:

(a) The Person providing any such financing or refinancing shall agree that Lessor shall
not be liable for the payment of such indebtedness or the performance of any of the covenants
contained in the documents securing payment thereof: provided, however, subject to the
requirements of the Enabling Legislation, that the above provisions shall not be deemed to exculpate
Lessor from any liability it may ever have to such mortgagee, as the successor-in-interest of the
Lessee hereunder, by reason of Lessor's covenants, obligations, and warranties set forth herein,
including, but not limited to, Landlord's warranty of title to the Facilities (except the Henley Street
Facility).

(b) The Person providing any such financing or refinancing shall agree to give Lessor
written notice of any default by Lessee thereunder and time to cure such default prior to the exercise
of any remedies such Person may have with respect to the Facilities (except the Henley Street
Facility) as a result of such default, which notice and time-to-cure periods shall not be less than the
notice and time-to-cure periods granted to Lessee under the documentation evidencing such
financing, but which may run concurrently therewith. Lessor shall have no obligation to cure any
such default, but any.cure performed by Lessor shall constitute an indebtedness of Lessee to Lessor
hereunder and shall be repayable to Lessor upon written demand therefor, and moreover, failure to
repay same shall constitute an event of default.

11.3 Eights of Leasehold Mortgagee.

(a) In addition to the financing or refinancing permitted pursuant to Sections 11.1 and
11.2 hereof, and subject to the limitations of Section 11.2, Lessee shall have the right at any time,
and from time to time, without Lessor's consent, to mortgage, pledge, grant deed(s) of trust, or
otherwise encumber the leasehold estate created hereby and all or any portion of the right, title, and
interest of Lessee hereunder (defined herein as a "Leasehold Mortgage"), and to assign, hypothecate,
or pledge the same, as security for the payment of any debt to any Leasehold Mortgagee; provided
that no mortgagee, trustee, or other Person claiming by, through, or under any instrument creating
any such encumbrance on the leasehold estate created hereby, shall by virtue thereof, acquire any
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greater right in the Real Property than Lessee then had under this Agreement, except for the rights
expressly granted to such mortgagee, trustee, purchaser at foreclosure, or other Person under the
terms of this Agreement; and provided, further, that such mortgage, deed of trust, or other instrument
encumbering the leasehold estate created hereby, and the indebtedness secured thereby, shall at all
times be, and remain subject to, all of the conditions, covenants, and obligations of this Agreement
and to all of the rights of Lessor hereunder. As to any such Leasehold Mortgage in favor of a
Leasehold Mortgagee, Lessor consents to provisions therein, at the option of Lessee upon default of
Lessee under the Leasehold Mortgage: (i) for an assignment of Lessee's share of the net proceeds
from any award or other compensation resulting from a total or partial taking as set forth in Article
IX of this Agreement; (ii) that a default by Lessee under this Agreement shall constitute a default
under any such Leasehold Mortgage; (iii) for an assignment of Lessee's right, if any, to terminate,
cancel, modify, change, supplement, alter, or amend this Agreement; (iv) for an assignment of any
sublease to which any such Leasehold Mortgage is subordinated, subject to the rights of Lessor
hereunder; and (v) effective upon any default in any such Leasehold Mortgage: (A) for the
foreclosure of the Leasehold Mortgage pursuant to a power of sale or by judicial proceedings or other
lawful means, and the subsequent sale of the leasehold estate to the purchaser at the foreclosure sale
and a sale by such purchaser and/or a sale by any subsequent purchaser; (B) for the appointment of
a receiver, imespective of whether any Leasehold Mortgagee accelerates the maturity of all
indebtedness secured by the Leasehold Mortgage; (C) for the rights of the Leasehold Mortgagee or
the receiver to enter and take possession of the Real Property, to manage and operate the same, to
collect the subrentals, issues and profits therefrom (subject to the terms of this Agreement), and to
cure any default under the Leasehold Mortgage or any default by Lessee under this Agreement; and
(D) for an assignment of Lessee's right, title, and interest in and to the premiums for, or dividends
upon, any insurance with respect to the Facilities (except the Henley Street Facility), as well as in
all refunds or rebates of real estate taxes or assessments upon or other charges against the Facilities
(except the Henley Street Facility), whether paid or to be paid, under a default of Lessee under the
Leasehold Mortgage. The parties recognize and agree that Tennessee Code Annotated Section 49-9-
1301(b)(2) does not apply to any conveyance permitted by this Section 11.3.

(b) If at any time after the execution and recordation of any such Leasehold Mortgage,
the mortgagee or trustee therein shall notify Lessor in writing that any such Leasehold Mortgage has
been given and executed by Lessee, and shall at the same time furnish Lessor with the address to
which it desires copies of notices to be mailed, Lessor hereby agrees that it will thereafter mail to
such mortgagee or trustee at the address so given, duplicate copies of any and all notices in writin g
which Lessor may from time to time give or serve upon Lessee under and pursuant to the terms and
provisions of this Agreement.

11.4  Liability of Leasehold Mortgagee. No Leasehold Mortgagee shall be or become Hable
to Lessor as an assignee of this Agreement or otherwise until it expressly assumes by written
instrument such liability, and no assumption shall be inferred or result from foreclosure or other
appropriate proceedings in the nature thereof or as the result of any other action or remedy provided
for by any mortgage or deed of trust or other instrument executed in connection with such Leasehold
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Mortgage or from a conveyance from Lessee pursuant to which the purchaser at foreclosure or
grantee shall acquire the rights and interests of Lessee under the terms of this Agreement.

11.5  No Encumbrances by Lessor. Lessor will not at any time, without the prior written

consent of Lessee, which consent may be withheld with or without cavse, encumber by mortgage,
deed of trust, security agreement, easement, or other instrument in the nature thereof, the Facilities
(except the Henley Street Facility) or any part thereof, or any of Lessor's right, title, or interest
therein or in any part thereof,

ARTICLE XII

MISCELLANEOUS

12.1  Goveming Law. This Agreement is made, entered into under, and shall be construed
in accordance with, the laws of the State of Tennessee.

122 Non-Binding Mediation. In the event a dispute between the parties relating to this
Agreement, or the Breach thereof, and. if said dispute cannot be settled through negotiation, the

parties (including senior management for Lessor and Lessee) hereto agree to attempt in good faith
to settle the dispute by non-binding mediation under non-binding mediation rules mutually
acceptable to both Lessor and Lessee. The parties must participate in good faith in non-binding
mediation, before resorting to some other dispute resolution procedure. -

123 No Waiver. Subject to the provisions of the Tennessee Claims Commission Act, a
party's failure to respond to a Breach by the other party shall not operate as a waiver of their rights
under this Agreement or otherwise. Any delay or omission by a party in its exercise of any right or
power accruing upon any Breach shall not impair or constitute a waiver of such ri ght or power by
that party and any such right or power may be exercised from time to time and as often as may be
deemed expedient. No act or omission of either party shall constitute a waiver of any provisions of
this Agreement unless the waiver has been agreed to in writing by the party granting the waiver.

124 Notice. Notice must be givenin writing (including facsimile, but not electronic mail)
which identifies itself as a notice under this Agreement. Notice is effective on the date which is the
later of: (a) the actual date received; (b) five (5) business days after the notice is deposited with the
U.S. Postal Service, postage prepaid, certified mail, return receipt requested; or (c) three (3) business
days after the notice is deposited prepaid with a national overnight package delivery service for
overnight delivery. Notice must be given to the following addresses unless the parties have given
prior notice of a change of address: :
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(A) If to Lessor:

with a copy to:

President

The University of Tennessee
800 Andy Holt Tower
Knoxville, Tennessee 37996

General Counsel
Office of the General Counsel

- The University of Tennessee

(B) Ifto Lessee:

with a copy to:

(C)  Ifto the State:

with a copy to:

(D) Ifto Bond Indenture Trustee:
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700 Andy Holt Tower
Knoxville, Tennessee 37996

President and CEO

University Health System, Inc.

The University of Tennessee Medical Center
at Knoxville

1924 Alcoa Highway

Knoxville, Tennessee 37920

M. Kevin Outterson, Esq.

Baker, Donelson, Bearman & Caldwell
1700 Nashville City Center

511 Union Street

Nashville, Tennessee 37219

Commission of Finance and Administration
First Floor, State Capitol

Nashville, Tennessee 37243

Attention: Commissioner

Office of the General Counsel
The University of Tennessee
719 Andy Holt Tower
Knoxville, Tennessee 37996
Attention: General Counsel

First Tennessee Bank National Association
511 Union Street, 3rd Floor

Nashville, Tennessee 37219-1736
Attention: William F. McCormick



with a copy to: Stokes & Bartholomew, P.A.
424 Church Street, Suite 2800
Nashville, Tennessee 37219-2386
Attention: Cynthia Mitchell Bamett

12.5 Entire Agreement. This Agreement, together with the Schedules attached hereto and
the Affiliated Agreements, constitutes the entire understanding between the parties hereto regarding
the subject matter of this Agreement. Any prior oral or written agreements, promises, negotiations
or representations relating to the subject matter of this Agreement not expressly set forth in this
Agreement are of no force or effect.

12.6  No Third-Party Beneficiaries. This Agreement does not confer any benefit or right
upon any Person other than the parties hereto, and no party claiming third-party beneficiary status
shall be entitled to enforce any obligations, responsibility or claim of any party to this Agreement.

12,7 Nonassignment. This Agreement may not be assigned by the Lessec without the
express prior written consent of the Lessor; except that the Lessee may assign this Agreement to
Affiliates, including a parent, subsidiary, or brother-sister corporation created pursuant to the
Enabling Legislation, without the consent of the Lessor.

12.8  Article and Section Headings. All article and section headings are included for
convenience only and shall not be considered a part of nor shall they affect in any manner the
construction or interpretation of this Agreement.

12,9 Severability. If any one or more of the sentences, sections or other partion of this
Agreement shall be determined by a court of competent jurisdiction to be invalid, the invalidity of
any such sentence, section or other portion of this Agreement shall in no way affect the validity or
effectiveness of the remainder of this Agreement, and this Agreement shall continue in force to the
fullest extent permitted by law.

12.10 Amendment. This Agreement may only be amended by a written agreement duly
executed by Lessee and Lessor.

12.11 Covenants Considered Material. All covenants made by Lessor or Lessee herein shall
be considered to be Material to the Agreement.

12.12 Multiple Counterparts. This Agreement may be executed in multiple counterparts,
each of which shall be regarded for all purposes as an'original constituting but one and the same
instrument.

12.13 No Per 1 Liability. Notwithstanding anything to the contrary contained herein,
or in any Affiliated Agreement, no stipulation, covenant, agreement or obligation contained herein
or therein shall be deemed or construed to be a stipulation, covenant, agreement or obligation of any
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present or future member, director, trustee, affiliate, officer, employee or agent of Lessor or Lessee
or of any incorporator, member, director, trustee, affiliate, officer, employee or agent of any
successor to Lessor or Lessee, in any such person's individual capacity, and no such person, in his
individual capacity, shall be liable personally for a breach or nonobservance of or for any failure to
perform, fulfill or comply with any such stipulations, covenants, agreements or obligations, and all
such liability of any such person, in his individual capacity, is hereby expressly waived and released.

12.14 Good Faith. Good faith is the essence of this Agreement. Lessor and Lessee each
agrees to exercise good faith and commercial reasonableness in the interpretation, performance and
enforcement of this Agreement.

12.15 Auditing Records. Lessee shall maintain documentation for all charges against the
State or Lessor under this Agreement. The books, records, and documents of Lessee, insofar as they
relate to work performed or money received under this Agreement, shall be maintained for a period
of three (3) full years from the date of the final payment and shall be subject to audit, at any
reasonable time, and upon reasonable notice, by the State, the Comptroller of the Treasury, Lessor,
or their duly appointed representatives. The financial statements shall be prepared in accordance
with generally accepted accounting principles.

12.16 Consents and Approvals. Whenever the written consent or approval of Lessor or
Lessee or any officer thereof, shall be required under the provisions of this Agreement, such consent
or approval shall not be unreasonably withheld, conditioned, or delayed.

12.17 Recording. The parties agree that a short form memorandum of this Agreement, in
customary form, may be recorded in the Register's Office for Knox County, Tennessee.

12.18 Relationship of Parties. Nothing contained in this Agreement shall be construed or
deemed by the parties hereto or by any third-party to create a relationship of partnership or of joint
venture or of any association whatsoever between and among Lessor and Lessee.

12.19 Time is of the Essence. Time is of the essence in the performance by each party of
its obligations hereunder.

12.20 No Merger. There shall be no merger of this Agreement or of the leasehold estate
created hereby by reason of the fact that the same person or Person may acquire, own or hold,
directly or indirectly: (a) this Agreement or the leasehold estate created hereby or any interest in this
Agreement or such leasehold estate; and (b) the fee estate in the Real Property.

M IMB 250246.26
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ARTICLE XIII

DELIVERIES

13.1 Deliveries to Lessor. Simultaneously with the Closing (or, when so noted,
simultaneously with the Signing Date), Lessee shall deliver the following to Lessor:

(a) Certified Resolutions of Lessee. Resolutions of the Boards of Directors of Lessee,

duly certified as of the date hereof by the S ecretary of Lessee, authorizing the execution, delivery and
performance of this Agreement and the Affiliated Agreements by Lessee. This resolution shall be
delivered on the Signing Date.

(b) Affiliated Agreements. The Affiliated Agreements executed by a duly authorized
officer of Lessee. These deliveries shall be made on the Signing Date.

(c) Legal Opinjon. An opinion of counsel-for Lessee in form and substance éatisfactory
to Lessor and Lessee concerning the Lessee’s representations and warranties made hereunder.

(d)  Schedules. The Schedules described in this Agreement which are the responsibility
of Lessor, correct and complete when given and as of the Closing.

(e Other Instruments. Such other instruments, certificates and other documents as may
be reasonably requested by Lessor to effectuate the transactions contemplated by this Agreement.

13.2  Deliveries to Iessee. Simultaneously with the Closing (or, when so noted,
simultaneously with the Signing Date), Lessor shall deliver the following to Lessee:

(a) Certified Resolutions of Lessor. Resolutions of the Board of Trustees of Lessor, duly
certified as of the date hereof by the secretary of the Board of Trustees, authorizing the execution,
delivery and performance of this Agreement by Lessor. This resolution shall be delivered on the
Signing Date, - « '

(b)  Affiliated Agreements. The Affiliated Agreements authorized by a duly authorized
officer of Lessor and, where applicable, the State. These deliveries shall be made on the Signing
Date,

(c) Bill of Sale and Assignment. A Bill of Sale and Assignment in the form attached

hereto and incorporated herein (as adjusted at the Closing by mutual consent) as Schedule 13.2(c)
warranting and conveying to Lessee good, valid, and marketable title to the Operating Assets free
and clear of all liens, mortgages, pledges, encumbrances, security interests, covenants, restricti ons,
defects in title, and other burdens, except for the Permitted Encumbrances.

M IMB 250246.36
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(d) Certificates of Title. Certificates of title to all motor vehicles that constitute
Equipment endorsed by Lessor, together with completed originals of any forms required by the State
to transfer the same, free and clear of all liens.

(e) ssi ent of Le d Contracts. An effective and enforceable assignment to
Lessee of those Assigned Leases and Contracts as Lessee shall designate.

@ Legal Opinion. A favorable opinion from the UT Office of General Counsel, in a
form mutually satisfactory to Lessor and Lessee.

() Schedules The Schedules described in this Agreement which are the responsibility
of Lessee, correct and complete when given and as of the Closing.

(h)  Approvals. Certified evidence of the approvals required under the Enabling
Legislation. :

@ Other Instruments. Such other instruments, certificates and other documents as may
be reasonably requested by Lessee to effectuate the transactions contemplated by this Agreement.
This provision shall survive the Closing.

M IMB 250246.26
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed
under seal as of the day and year first above written.

Lessor:

N

THE UNIVERSITY OF TENNESSEE

Attest: By: W _—

itle: | Presideny (
By: “7‘/&1,‘)7}4 Wgne/ e
Title: /Ua:t’éld.‘,, Puble

Lessee:

UNIVERSITY HEALTH SYSTEM, INC.
Attest: Title: ?res?dﬂd‘f CEC}/‘V
By: g@w %( e

Title:_ N6 m) J’ab&c/

State:

THE STATE OF TENNESSEE, BY AND
THROUGH ITS COMMISSIONER OF
FINANCE AND ADMINISTRATION

Bymm W

Attest: Tltle (‘;ﬁ"‘:*”i%mCh €D U

By: %iww/'/h . _7}{,5"&4_/'

Title: ;2 {;3’}376‘;1,.7 waLLL/
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Approved:

THE ATTORNEY GENERAL OF
THE STATEOF T SSEE

M JMB 25024626
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ACKNOWIL EDGMENT

STATE OF TENNESSEE
COUNTY OF Diéwy;d5en

Before me, K@( én M : M vo e , 2 Notary Public in and for the State and
County aforesaid, personally appeared Jpsenh £, Jo }‘1 nSon , with
whorn I am personally acquainted (or proved to me on the basis of satisfactory evidence), and who,
upon oath, acknowledged himself (or herself) to be the Presidest of THE
UNIVERSITY OF TENNESSEE, the within named bargainor, a ${64¢ Ggency,and that he
as such _P( esidend , being duly authorized so to do, exeeuted khe foregoing
instrument for the purposes therein contained, by signing the name of the university by Mself as
such { 6.5[5[

WITNESS my hand and seal at office, on this thé QM" day of \J ul ?/ , 1999,
%M«/ M. Pose
Notary Public

My Commission Expires:

W\a?/)& AL,

M JMB 250246.26
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ACKNOWI EDGMENT

STATE OF TE SSEE
COUNTY OF l ;Zs(fd Son

Before me, KGJ N /M / /H Obf€ ., aNotary Public in and for the State and
County aforesaid, personally appeared C.t. Bibcey , with
whom I am personally acquainted (or proved to me on the basis of satisfactory evidence), and who,
upon oath, acknowledged himself (or herself) to be the ?r’ esidet ¢ CED of
UNIVERSITY HEALT}-] SYSTEM, INC.,, the within named bargainor, a corporéti on, and that he
as such Yresidet ¢ CLO , being duly authorized so to do, executed the foregoing
ins ent for the purppsés therein contained, by signing the name of the corporation by b'l_r\’\se]f as
such 4reside~t ¢ £ EO.

i

WITNESS my hand and seal at office, on this the 3 T dayof ) I./I\r," , 1999,
Notary Public

My Commission Expires:

f}f\a%}/ 08, a0
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TTRELY

SCHEDULE 1.56(a)
REAL PROPERTY

BOUNDARY DESCRIPTIONS

BEING SITUATED IN DISTRICT NO. 9, KNOX COUNTY, TENNESSEE, AND WARD NO. 24 OF THE CITY OF
KNOXVILLE, AND BEING MORE PARTICULARLY BOUNDED AND DESCRIBED BASED ON DRAWING NO,
98144 BY URBAN ENGINEERING, INC., FARRAGUT, TN, AS FOLLOWS:

TRACT 1

Beginning at a concrete right of way monument in the northeastem right of way line of Cherokee Trail at the
intersection of said line with the southeastern right of way line of Old Cherokee Trail, said monument having Tennessee
Lambert Grid Co-ordinates N590,364.5; E 2,577,930.2; thence, from said point of beginning with the right of way line
of Old Cherokee Trail, eight consecutive calls as follows:

N34°56'E 145.63 feet to an iron pin;

With the arc of a curve to the left 203.00 feet to a P.K. nail, said curve having a radius of 300.04 feet
and a chord of N16°49'E, 199,15 feet;

N2°34'W 20.05 feet to an iron pin;

S87°26'W 80.00 feet to an iron pin, said pin being defined as Point "A' for further reference herein;
S2°34'E 20.05 feet to an iron pin;

with the arc of a curve to the right 148.88 feet to a P.K. nail, said curve having a radius of 220.04 feet
and a chord of S16°49"W 146.05 feet;

$36°12'W 125.74 feet to an iron pin;

N89°02'W 31.49 feet to a drill hole in a concrete curb;

thence, with the horthern right of way line of Cherokee Trail, a total of seven consecutive calls, as follows:

5.

10.
11
12.
13.

14.
15.

with the arc of a curve to the left 317,14 feet to an iron pin, said curve having a radius of 714.81 feet
and a chord of N72°35'W 314.54 feet;

NB82°48'W 114,71 feet to a P.K. nail;

S80°41'W 599,77 feet to an iron pin;

S85°39'W 277.15 feet to an iron pin;

with the arc of a curve to the right 99.42 feet to an iron pin, said curve having a radius of 329.26 feet
and a chord of N85°42'W 99.04 feet;

N55°09'W 140.19 feet to an iron pin;

N82°25'W 256,16 feet to an iron.pin;

thence, with a line which is the common boundary of property of the University of Tennessee further described
herein as Tract 2, a total of two consecutive calls as follows:

16.
17.

N8°52'W 310.00 feet to an iron pin;
N30°33'E 1177.52 feet to an iron pin;

thence, severing remaining property of the University of Tennessee, generally following the south edge of an
existing driveway, a 1otal of eight consecurtive calls as follows:

18,
19,

20.
21.
22,

23.

M IMB 250246.26
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NB80°43'E 347,79 feet to an iron pin;

with the arc of a curve to right 123.02 feet to an iron pin, said curve having a radius of 325.0 feet and
a chord of S88°26'E 122.29 feer;

S77°35'E 114.28 feet to an iron pin,

S83°48'E 30.16 feet to an iron pin;

with the arc of a curve to the left 111,00 feet to an iron pin, said curve having a radius of 350.0 feet
and a chord of N87°07'E 110.54 feet to an iron pin;

N78°02'E 67.93 feet to an iron pin;



hnu..____

24, N58°05'E 105.99 feet to an iron pin;
25. N56°23'E 133.11 feet to an iron pin;
thence, continuing with a line severing remaining property of the University of Tennessee, a total of two
consecutive calls, as follows:
26. N56°23'E 147.76 feet to an iron pin near the banks of Fort Loudoun Lake;
27. NS56°23'E approximately 70 feet to a point on the 808 contour on the southern shoreline of Fort
Loudoun Lake;
thence, southeasterly with the meanders of the 808 contour along the southern shoreline of Fort Loudoun Lake
approximately 1120 feet to a point, said meander line having a chord of S59°38'E 1085.66 feet; thence, with
property of Cherokee Bluff Co-owners Council, Inc., a total of five consecutive calls as follows:
28. S1°39'W approximately 50 feet to an iron pin near the banks of Fort Loudoun Lake;
29. S81°39'W 174.27 feet to 2 concrete monument, said monument having Tennessee Lambert Grid Co-
ordinates N591,380.9 E 2,578,738.3;
30. S18°20'W 24.92 feet to an iron pin;
31, with the eastern boundary of Tract 5 further described herein S18°20"W 162.78 feet to an iron pin;
32, S18°20'W 1283.28 feet to a concrete right of way monument;
thence, with the northeastern right of way line of Cherokee Trail, a total of two consecutive calls as follows:
33. N32°13'W 166.80 feet to a concrete right of way monument;
34. N47°03'W 350.58 feet to the point of beginning;
and containing 72.50 acres after excluding Tracts 3,4,5,6, and 7 as further described herein,

TRACT 2

Beginning at a concrete right of way monument in the eastem right of way line of Alcoa Highway (U.S. 129),
said monument having Tennessee Lambert Grid Co-ordinates N590,687.3, E2,575,777.5; thence, from said
point of beginning with the eastern right of way line of Alcoa Highway, a total of four consecutive calls as
follows:
35. N9°22'W 370.38 feet to a concrete right of way monument;
36. N9°22'W 391.31 feet to an iron pin;
37. "882°53'W 10.0 feet to an iron pin;
38. 'N7°00'W 107.37 feet to an iron pin;
thence, severing remaining property of the University of Tennessee, generally following the east, then south
edge of an existing driveway, a total of twelve consecutive calls as follows:
39. with the arc of a curve to the left 108.79 feet to an iron pin, said curve having a radius of 75.0 feet and
a chord of N34 °34'E 99,50 feet;
40. N7°00'W 78.11 feet to an iron pin;
41.  with the arc of a curve to the right 42.46 feet to an iron pin, said curve having a radius of 25.0 feet and
a chord of N41°40'E 37.54 feet;
42, SB9°41'E 158.31 feet to an iron pin;
43, SB88°36'E 327.55 feet to an iron pin;
44. S87°00'E 60.50 feet to an iron pin;
45. NB4°45'E 52.73 feet to an iron pin;
46. NB86°24'E 135.52 feet to an iron pin;
47. with the arc of a curve to the left 41.80 feet to an iron pin, said curve having a radius of 35.0 feet and
a chord of N32°11'E 39.36 feet;
48. NI7°58'E 48.05 feet'to an iron pin;
49.  with the arc of a curve to the right 60.24 feet to an iron pin, said curve having a radius of 55.0 feet and
a chord of N49°21'E 57.27 feet;
50, NBO0°43'E 117.73 feet to an iron pin, '
thence, continuing with a line which is the common boundary of property of the University of Tennessee
previously described herein as Tract 1, a total of two consecutive calls as follows:
51. 830°33'W 1177.52 feet to an iron pin;
52, S8°52'E 310.00 feet to an iron pin;
thence, with the right of way of Alcoa Highway four consecutive calls as follows:
53. NB2°25'W 16.95 feet to an iron pin;

-
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54. S834°04'W 130.0 feet to an iron pin;

55. NB85°02'W 142,85 feet to an iron pin;

56. NI18°40'W 254,95 feet to the point of beginning;
and containing approximately 15.215 acres.

IRACT3

To reach the point of beginning commence at above defined point 'A'; thence, N17°00'E 48.15 feet to an iron
pin; thence, N2°19'W 311.20 feet to an iron pin which is the point of beginning; thence from said point of
beginning with the common boundary of Tract 4 as further described herein S87°55'W 287.50 feet to an iron
pin; thence, severing Tract 1 as previously described herein, a total of six consecutive calls zs follows:

57. N1°21'W 300.03 feet to an iron pin;

58. NB87°S5'E 262.30 feet to an iron pin;

39. S10°49'E 49.40 feet to an iron pin;

" 60. S8°49'E 60.0 feet to an iron pin;

61, S5°49'E98.0 feet to an iron pin;

62. S2°22'E 93.80 feet to the point of beginning;
and contajning approximately 1.924 acres,

TRACT 4

To reach the point of beginning commence at above defined Point *A’; thence, N17°00'E 48.15 feet to an iron
pin; thence, N2°19'W 311.20 feet to an iron pin which is the point of beginning; thence, from said point of
beginning severing Tract | as previously described herein, a total of four consecutive calls as follows:

63. S2°19'E 311.20 feet to an iron pin; '

64. S87°55'W 403.36 feet to an iron pin;

65. N2°05'W 311.20 feet to an iron pin;

66. NB87°55E 114.59 feet to an iron pin;
thence, with the common boundary of Tract 3 as previously described herein N87°55'E 287.50 feet to the point
of beginning; and containing approximately 2.877 acres.

TRACTS

To reach the point of beginning, commence at a concrete monument in the common boundary between
Cherokee Bluff Co-Owners Council, Inc., and Tract 1 as previously described herein, said monument having
Tennessee Lambert Grid Co-ordinates N591,380.9 E2,578,738.3; thence, S18°20'W 24.92 feet {0 an iron pin
which is the point of beginning; thence, from said point of beginning with the boundary of Cherckee Bluff Co-
Owners Council, Inc., S18°20'W 162,78 feet to an iron pin; thence, severing Tract 1 as previously described
herein, a total of nine consecutive calls, as follows:

67. N69°35'W 83.06 feet to an iron pin;

68. SB7°28'W 208.67 feet to an iron pin;

69. N41°06'W 13.32 feet to an iron pin;

70. N89°43'W 8.29 feet to an iron pin;

71. N2°06'W 89.21 feet to an iron pin;

72, N85°12'E 200.78 feet to an iron pin,

73. N7°30°E 39.34 feet to an iron pin;

74. N72°29E 10.12 feet to an iron pin;

75. SBO°43'E 14483 feet to the point of beginning;
and containing approximately 0.938 acres.

M IMB 23024528
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TRACT6

To reach the point of beginning, commence at a concrete monument in the common boundary between
Cherokee Bluff Co-owners Council, Inc. and Tract 1 as previously described herein, said monument having
Tennessee Lambert Grid Co-ordinates N591,380.9, E2,578,738.3; thence, N59°55'W 483.96 feet to an iron
pin, which is the point of beginning; thence, from said point of beginning severing Tract 1 as previously
described herein, a total of ten consecutive calls, as follows:

76. S87°47'W 272.53 feet to an iron pin;

77. N30°10'W 34.12 feet to an iron pin;

78. N54°12'E 40.29 feet to an iron pin;

79. NS58°54'E 18.66 feet to an iron pin;

80. NS58°23'E 20.87 feet to an iron pin;

81. N10°03'E 26.31 feet to an iron pin;

82. NS53°50'E 47.61 feet to an iron pin, said pin being defined as Point "B’ for further reference herein;

83, NB89°34'E 121.56 feet to an iron pin; '

84. S35°51'E 81.49 feet to an iron pin;

85. 83°06'E 56.75 feet to the point of beginning;
and containing approximately 0,652 acres.

TRACT?

To reach the point of beginning, commence at above referenced Point “B'; thence, N58°24'W 159.32 feet to
an iron pin which is the point of beginning; thence, from said point of beginning, severing Tract 1 as previously
described herein four consecutive calls, as follows:

86. S56°09'W 168.19 feet to a P.K. nail;

B7. N28°45'W 114,02 feetto a P.X. nail;

88. N61°16'E 167.29 feet to an iron pin;

89. G§28°53'E 99.02 feet to the point of beginning;
and containing approximately 0.409 acres.

All of the above described Tracts 1 through 7 being a portion of the same property conveyed to the State of Tennessee
as Trustee for the use and benefit of the University of Termessee by deeds from Knox County, Temnessee dated January
26,1916 and July 22, 1942 recorded at Deed Book 285, page 397 and Deed Book 645, page 180, respectively, Register's
Office for Knox County, Tennessee,

:CCESS EA NT TO TRA

To reach the point of beginning commence at above referenced Point "A'; thence, N87°26'E 15.93 feet along
the north right of way line which terminates Old Cherokee Trail right of way to a point which is the point of
beginning; thence, severing Tract 1, previously described herein N2°19"W 45,37 feet to an iron pin; thence with
the eastern boundary of Tract 4 previously described herein N2°19'W 311.20 feet to an iron pin; thence, with
the eastern boundary of Tract 3 previously described herein N2°22'W 93.80 feet to an iron pin; thence, two
consecutive calls severing Lot | previously described herein, as follows:

90, NB87°38'E 40.0 feet to a point;

91. S2°22'E 93.81 feet to a point;

92. S2°19'E 356.42 feet to a point;
thence, S87°26"W 40.0 feet with the north right of way line which terminates Old Cherokee Trail right of way
to the point of beginning,
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Confirmation of Payment - State of Tennessee Payment Center Page 1 of 1

State of Tennessee Payment Cen

Confirmation of Payment

ter

Almost finished...

Your

payment has been accepted.

However, your total transaction WILL NOT be complete until you click "Continue" below.

For Your Records

Your confirmation number is:
Name/ID:
Date/Time:

Payment Amount:

https://apps.tn.gov/tope-app/confirmation.jsp

157951471

UCC11 Information Request

Tuesday, August 26, 2014 (9:25 am CDT)

$17.25

8/26/2014
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AWARDS

ACTION Registry - GWTG Platinum Performance
Beacon Award for Excellence MCC - Silver

2013 Beacon Award for Excellence

Best in Region, Surgical Cardiac Services

Best Hospitals National (top 50) Gynecology &

Best Regional Hospitals - Cancer, Cardiology & Heart
Best Regional Hospital - Orthopaedics

Breast Imaging Center of Excellence

Certificate of Distinction for Advanced Certification as

Advanced Certification as a Comprehensive Stroke
Center

Consumer Choice Award

Excellence in Quality Reporting

Exemplar Hospital - Project]OINTS - University Joint
Fit Friendly Gold Worksite Wellness

Get with the Guidelines Heart Failure Gold

Get with the Guidelines Heart Failure Gold Plus

Get with the Guidelines Heart Failure Silver

Get with the Guidelines Heart Failure -High Level of
Get with the Guidelines Stroke Bronze

Get with the Guidelines Stroke Gold

Get with the Guidelines Stroke Gold Plus

Get with the Guidelines Stroke Gold Plus and Target

Stroke
Get with the Guidelines Stroke Gold Plus and Target

Strokes

Get with the Guidelines Stroke Silver
Magnet Designation

Outstanding Patient Experience Award
STEMI

THA Health Information N Data
TNCPE Achievement Award - Level 3

Agency

NCDR (National Cardiovascular Data Registry)
American Association of Critical-Care Nurses
American Association of Critical Care Nurses
Healthgrades

US News & World Report

US News & World Report

US News & World Report

American College of Radiology

Joint Commission

Joint Commission

National Research Corp.

Care Science

Institute for Healthcare Improvement (IHI)
American Heart Association

American Heart Association

American Heart Association

American Heart Association

American Heart Association

American Heart Association/American Stroke Assoc.
American Heart Association/American Stroke Assoc.
American Heart Association/American Stroke Assoc.
American Heart Association/American Stroke Assoc.

American Heart Association/American Stroke Assoc.

American Heart Association/American Stroke Assoc.

American Nurses Credentialing Center
Healthgrades

American Heart Association

Blue Cross Blue Shield

TNCPE

Date

2013
2013-2016
2013

2012-2013
2012-2013
2014

2013

2001-2013
2006
Sep-11
2010-2014
2011
2012-2013
2010
2010
2008
2010
2011-2012
2013

2014

2009
2011 - 2015
2012-2013

2014
2012
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& BARBERMcCMURRY

architects since 1915

September 10, 2014

Mr. Scott Castleberry

Director Facilities Planning and Construction Services
University Health System, Inc.

1924 Alcoa Highway

Knoxville, TN 37920

RE: UHS NICU Phase Il
Knoxville, Tennessee
BMa Project No. 132000

Dear Mr.

Castleberry:

Thank you for selecting BarberMcMurry architects as your Architect-of-Record for the above
referenced project. This firm has provided you, under separate cover, a preliminary floor plan
showing the building described in the program and narratives. We have reviewed the
construction cost estimate. Based on our experience and knowledge of the current healthcare
market, it is our professional opinion and belief that the projected cost of $16,031,504.00 to
be a reasonable estimate of construction cost. We also agree the $2,404,725.60 contingency
amount is appropriate for the scope of work required.

This project will be designed to meet all applicable building codes, as listed below:

State:

IR & QL2 P

10.
11.
12.
13.
14.

15.

International Building Code (IBC) - 2012 Edition

International Mechanical Code - 2012 Edition

International Plumbing Code - 2012 Edition

International Gas Code - 2012 Edition

International Fire Code - 2012 Edition

National Electric Code - 2011 Edition

NFPA 101, Life Safety Code - 2012 Edition

NFPA Codes (all volumes)- Editions referenced in 2012 NFPA 1

FGI Guidelines For Construction and Equipment of Hospital and Medical Facilities-
2010 Edition

Tennessee Department of Health Standards for Licensing Hospitals and Institutional
General Infirmaries

Architectural and Engineering Guidelines for Submission, Approval and Inspection of
Occupancies Licensed by the Department of Health, TDOH Office of Health Licensure
and Regulation

U.L. Building Fire Resistant Directory - Most current Edition

U.L. Building Materials Directory - Most current Edition

The Americans with Disabilities Act (ADA), 2010 Accessibility Guidelines for Buildings
and Facilities

North Carolina Accessibility Code, 2004 Edition

505 Market St Suite 300 . Knoxville TN 37902 . p 865.934.1915 . f 865.546.0242 . bma1915.com
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UHS/NICU Phase I September 10, 2014

16.

Federal:

1.

Local:

VOO NOU DA WN

Sincerely,

BarberMcMurry architects

Lk

Charles V. Griffin, AIA
President

TN. License No. 020192
cc: File

Page 2

Tennessee Code for Energy conservation in New Building Construction

The Americans with Disabilities Act (ADA), 2010 Accessibility Guidelines for
Buildings and Facilities

International Building Code - 2012 Edition
2009 ICC/ANSI A117.1

International Mechanical Code - 2012 Edition
International Plumbing Code - 2012 Edition
National Electric Code - 2008 Edition
International Fire Code with Locat Amendments - 2012 Edition
Internationat Energy Conservation Code - 2012 Edition
International Existing Building Code - 2012 Edition
International Fuel Gas Code - 2012 Edition

H:\20131132000 UT NICU Phase 2101_Administrative\04_RegulatonACON Letter_Castleberry_2014-09-10.docx

505 Market St Suite 300 . Knoxville TN 37902 . p 865.934.1915 . f 865.546.0242 . bma1915.com



University Health System, Inc.
2121 Medical Center Way, Suite 200

Knoxville, TN 37920-3257
Main: 865.305.6097

September 15, 2014 Fax: 865.305.9429

Ms. Melanie Hill

Executive Director

Tennessee Health Services and Development Agency
Andrew Jackson State Office Building

500 Deaderick Street, Suite 850

Nashville, TN 37243

RE: University of Tennessee Medical Center CON Project
For additional licensed beds and completion of NICU project

Dear Ms. Hill:

I am the Chief Financial Officer for the University of Tennessee Medical Center
(“UTMC"). Please accept this letter as verification that funding for the CON
referenced above is available and will be provided from the cash reserves of
UTMC. The total project cost is estimated to be in the amount of approximately
$27 million.

Please let me know if you have any questions or if additional information is
needed.

Sincerely—

L M5

Thomas M. Fisher
Sr. Vice President & CFO

/hc
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UNIVERSITY HEALTH SYSTEM, INC.
AND SUBSIDIARIES

Consolidated Financial Statements and Schedules
December 31, 2013 and 2012
(With Independent Auditors’ Reports Thereon)
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ZN! 255 E KPMG LLP

Suite 1000
401 Commerce Street
Nashville, TN 37219-2422

Independent Auditors’ Report

The Board of Directors
University Health System, Inc.:

We have audited the accompanying consolidated financial statements of University Health System, Inc.
and subsidiaries (UHS), which comprise the consolidated balance sheets as of December 31, 2013 and
2012, and the related consolidated statements of operations, changes in net assets, and cash flows for the
years then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

The management of UHS is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with U.S. generally accepted accounting principles; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to UHS’
preparation and fair presentation of the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of UHS’ internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

KPMG LLP is a Delaware limiled liability partnership,
the U.S. member firm of KPMG International Cooperalive
("KPMG Iniernalional®), a Swiss entity.



rana

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of University Health System, Inc. and subsidiaries as of December 31, 2013
and 2012, and the results of their operations and their cash flows for the years then ended, in accordance
with U.S. generally accepted accounting principles.

KPMe LEP

Nashville, Tennessee
March 24, 2014



Current assets:
Cash and cash equivalents
Short-term investments

UNIVERSITY HEALTH SYSTEM, INC.

Assets

AND SUBSIDIARIES
Consolidated Balance Sheets
December 31, 2013 and 2012

Current portion of assets limited as to use

Patient accounts receivable; net of allowance for doubtful
accounts of $41,228,000 and $40,393,000 at December 31,
2013 and 2012, respectively

Other receivables

Estimated third-party settlements

Inventories

Prepaid expenses and other current assets

Total current assets

Assets limited as to use, less current portion

Long-term investments
Property and equipment, net

Deferred financing costs, net of accumulated amortization of
$517,000 and $425,000 at December 31, 2013 and 2012,

respectively

Investments in affiliated organizations

Other assets

Current liabilities:

Total assets

Liabilities and Net Assets

Current portion of long-term debt

Accounts payable
Accrued payroll and related liabilities

Accrued expenses and other current liabilities
Estimated third-party settlements

Total current liabilities

Long-term debt, less current portion

Other liabilities
Total liabilities

Net assets:

Unrestricted
Temporarily restricted
Permanently restricted

Total net assets

Total liabilities and net assets

See accompanying notes to consolidated financial statements.

3

2013 2012
69,613,960 64,459,130
8,156,626 16,213,189
287,713 205,534
73,347,066 72,489,282
6,937,231 6,647,541
16,236,867 19,998,341
5,354,591 5,507,111
1,197,047 1,440,648
181,131,101 186,960,776
14,858,078 11,034,902
158,122,081 136,115,854
205,459,364 203,440,802
1,988,326 2,080,017
2,333,408 2,647,094
7,491,651 5,880,407
571,384,009 548,159,852
12,347,046 10,325,303
55,096,388 48,189,513
33,638,885 30,267,632
21,673,184 20,687,411
8,011,395 7,988,998
130,766,898 117,458,857
268,344,281 271,352,198
19,391,004 15,735,586
418,502,183 404,546,641
144,384,710 135,492,995
3,033,780 3,004,377
5,463,336 5,115,839
152,881,826 143,613,211
571,384,009 548,159,852




UNIVERSITY HEALTH SYSTEM, INC,

AND SUBSIDIARIES
Consolidated Statements of Operations
Years ended December 31, 2013 and 2012

Revenue:
Net patient service revenue
Provision for doubtful accounts

Net patient service revenue less provision for doubtful

accounts
Other revenue
Total revenue

Operating expenses:
Salaries, wages, and benefits
Medical supplies and drugs
Purchased services
Graduate medical education reimbursed to the University
Insurance and other
Interest
Depreciation and amortjzation

Total operating expenses ‘
Operating income

Nonoperating gains:
Contributions
Investment income
Change in fair value of derivative instrument

Total nonoperating gains, net

Revenue and gains in excess of expenses and losses

See accompanying notes to consolidated financial statements.

$

$

2013 2012
657,185,061 599,093,457
(62,306,309) (61,277,376)
594,878,752 537,816,081
36,565,036 36,995,804
631,443,788 574,811,885
273,738,240 256,646,078
164,893,472 139,614,343
88,648,028 78,773,484
31,806,637 31,120,692
29,149,125 28,148,288
12,277,022 12,218,668
25,931,840 24,490,737
626,444,364 571,012,290
4,999,424 3,799,595
1,922,094 3,606,812
5,899,369 7,958,604
(3,929,172) 3,995,761
3,892,291 15,561,177
8,891,715 19,360,772
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UNIVERSITY HEALTH SYSTEM, INC.

AND SUBSIDIARIES

Consolidated Statements of Cash Flows

Years ended December 31, 2013 and 2012

Cash flows from operating activities:
Increase in total net assets $
Adjustments to reconcile increase in total net assets to
net cash provided by operating activities:
Depreciation and amortization
Provision for doubtful accounts
Equity in earnings of affiliated organizations
Imputed interest on capital lease obligation
Changes in unrealized gains on trading securities
Realized losses (gains) on trading securities
Change in fair value of derivative instrument
_ Amortization of financing costs
Amortization of bond premium
Gain on sale of assets, net
Changes in assets and liabilities affecting operating activities:
Patient accounts receivable
Other receivables
Estimated third-party settlements
Inventories
Prepaid expenses and other assets
Accounts payable
Accrued payroll and related liabilities
Accrued expenses and other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Proceeds from sale or maturity of investments
Purchases of investments
Purchases of property and equipment
Proceeds from the sale of assets
Capital distributions from affiliated organization

2013 2012
9,268,615 19,292,799
25,931,840 24,490,737
62,306,309 61,277,376
(2,039,077) (1,281,993)
1,975,737 1,865,592
(2,435,254) (2,909,056)
1,098,461 (795,476)
3,929,172 (3,995,761)
91,691 91,960
(385,886) (431,599)
729,391 (75,357)
(63,164,093) (65,704,320)
(289,690) (1,862,372)
3,783,871 927,198

© 152,520 679,508
(1,367,643) (2,730,256)
3,937,616 790,025
3,371,253 2,490,762
712,019 4,334,473
47,606,852 36,454,240
307,054,849 243,358,754
(323,573,075) (249,958,175)
(19,793,617) (30,776,548)
1,197 1,228
2,352,763 1,235,756

Net cash used in investing activities

(33,957,883)

(36,138,985)

Cash flows from financing activities:

Proceeds from issuance of long-term debt 2,493,960 21,994,846

Payments of long-term debt (10,988,099) (11,339,053)

Net cash (used in) provided by financing activities (8,494,139) 10,655,793

Increase in cash and cash equivalents 5,154,830 10,971,048

Cash and cash equivalents at beginning of year 64,459,130 53,488,082

Cash and cash equivalents at end of year $ 69,613,960 64,459,130
6 (Continued)



UNIVERSITY HEALTH SYSTEM, INC.

AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Years ended December 31, 2013 and 2012

2013 2012
Supplemental disclosure of cash flow information:
Cash paid for interest, net of amount capitalized of $269,798 and
$160,497, respectively $ 11,448,645 11,767,814
Noncash investing activities:
Assets and liabilities resulting from equipment purchases:
Equipment $ 8,887,373 788,828
Accounts payable 2,969,259 536,931
Capital lease 5,918,114 251,897

See accompanying notes to consolidated financial statements.



HEALTH CARE PROVIDER CONTRACT(S)

Association of University Radiologists Radiology Services Agreement

Neuro-Interventional Radiology
Services Agreement

University Anesthesiologists Anesthesia Services Agreement
(CRNA Agreements - 2002)

Critical Care Coverage Agreement

'_University General Surgeons Agreement for Trauma Surgical
Services

Critical Care Coverage Agreement

University Orthopaedic Surgeons Trauma Services Agreement

Southeastern Emergency Physicians (Team Emergency Department Coverage

Health) Agreement

Regional Neonatal Associates Services Agreement (NICU)

Neurosurgical Associates Neurosurgical Trauma Services
Agreement

East Tennessee Children’s Hospital Pediatric Intensive Care Services
Agreement

Tennessee Donor Services Statement of Agreement

Diversified Clinical Services Management and Support

Agreement (Clinical Wound Care
and Hyperbaric Oxygen Therapy)
NursePro Plus, LLC Central Line Insertion Services/PICC
Insertion Agreement

LabCorp Tennessee, LLC Hospital Laboratory Services
Agreement
Premier Healthcare Solutions, Inc. f/k/a Subscription Agreement
Premier, Inc.
1
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Biotronic Southeast, LLC

Agreement for the Provision of
Comprehensive Neurophysiologic
Monitoring Services

Medsurant, LLC

Intraoperative Monitoring Services
Agreement




PATIENT TRANSFER AGREEMENTS

FacilityName City
Angel Medical Center Franklin
Asbury Acres Retirement & Health Center Maryville
Athens Regional Medical Center Athens
Baptist Health Care Center Lenoir City
Barnes-Jewish Hospital St. Louis
Blount Memorial Hospital, Inc Maryville
Blount Memorial Transitional Care Center Maryville
Brakebill Nursing Home, Inc. Knoxville
Brookewood Nursing Center Decatur
Claiborne County Hospital and Nursing Home Tazewell
g}lle;/gzi:ii gCec;mmunity Hospital (Has been taken over Cleveland
Colonial Hills Nursing Center Maryville
Cornerstone of Recovery Louisville
Cumberland Medical Center Crossville
East Tennessee Children’s Hospital Knoxville
Farragut Health Care Center
(aka, Summit View of Farragut) Knoxville
Fort Loudon Medical Center Lenoir City
Fort Sanders Regional Medical Center Knoxville
Hancock Manor Nursing Home Sneedville
Hilicrest North, Div. of Hillerest Medical Nursing Knoxville

Inst., Inc.

Holston Health and Rehabilitation Center Knoxville

State

NC

2 2 B
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Jamestown Regional Medical Center
Jefferson City Health & Rehabilitation
Jefferson Memorial Hospital (MHS)
Jellico Community Hospital

Jewish Hospital

Johnson City Medical Center (Mountain States
Health Alliance

Joseph M., Still Burn Centers, Inc.
(aka, Doctors Hospital)

Knoxville Center for Reproductive Health
LaFollette Memorial Hospital

Lakeway Regional Hospital

Laughlin Memorial Hospital

Laurel Manor Health Care Facility
LeConte Medical Center

Life Care of Morgan County

Loudon Healthcare Center

Maryville Healthcare and Rehabilitation Center
Methodist Medical Center of Oak Ridge
Morristown Dialysis Center
Morristown-Hamblen Healthcare System
NHC Fort Sanders

NHC Healthcare Knoxville

NHC HealthCare of Oak Ridge

Jamestown

Jefferson City

Jefferson City

Jellico

Louisville

Johnson City

Augusta

Knoxviile

LaFollette

Morristown

Greeneville

New Tazewell

Sevierville

Wartburg

Loudon

Maryville

Oak Ridge

Morristown

Morristown

Knoxville

Knoxville

Oak Ridge

% 2 B B

A
!

2
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>
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NHC Healthcare, Farragut

Newport Medical Center

Norris Health and Rehabilitation Center
North Knoxville Medical Center
Northhaven Health Care Center
Parkwest Medical Center

Parkwest Surgery Center, L.P.

Patricia Neal Rehabilitation Center
Peninsula Hospital

Physicians Regional Medical Center

Physicians Surgery Center of Knoxville

Presbyterian Homes of TN, Inc. (d/b/a Shannondale

Health Care Center)

Roane Medical Center
Serene Manor Medical Center

Shriners Burn Hospital
SkyRidge Medical Center

Spring City Care and Rehab Center
Starr Regional Medical Center
Sweetwater Hospital

Sweetwater Nursing Center

Takoma Regional Hospital, Inc.

Tennova Healthcare

Tennova Medical Center of Campbell County (MHS)

Turkey Creek Medical Center

Knoxville
Newport
Andersonville
Powell
Knoxville
Knoxville
Knoxville
Knoxville
Louisville
Knoxville
Knoxville
Knoxville
Harriman
Knoxville

Cincinnati
Cleveland

Spring City
Etowah
Sweetwater
Sweetwater

Greeneville

Knoxville

LaFollette

Knoxville

2 2 g 28 2 3 38 8 3 8 &8 3 3 3%

o
s

2 24828 2 8 5 8§ 83



Urgent Care Travel

Vanderbilt University Medical Center
Volunteer Women’s Medical Clinic

Wellmont Bristol Regional Medical Center
Wellmont Hawkins County Memorial Hospital
Wellmont Holston Valley Medical Center

Wood Presbyterian Home

Knoxville
Nashville
Knoxville
Bristol
Rogersville
Kingsport

Sweetwater

2 2 2 2 2 2 37
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Accreditation/Certification List

UTMC
Program Organization Begin Date of Expiration Date or
Accredited/Certified Accreditation/ Expected Return
Certification — Site Visit
UTMC Joint Commission 9/23/2011 2014
UTMC State Licensure 8/20/2008 Pending
Cancer Center
Cancer Program ACS,COC 5/12/2011 5/11/2014
3 year
Breast Center ACS 4/30/2014 4/30/2017
NAPBC 5/13/11 5/12/14
ACRA 1/09/2011 2/22/2015( STEREO)
9/22/2014 FDA
Breast Ultrasound ACR 1/09/2014 1/9/2017
Mammography ACR 9/19-9/22/2011 9/22/2014
(PENDING
RENEWAL)
Lab
LabCorp —Main Lab CAP 1/14 & 1/15/2014 1/15/2016
UTMC State 4/30/2012 4/30/2014
CLIA 7/27/2011 7/25/2015
AABB 1/1/14 12/31/2015
UTMC Point of Care CAP 1/14 & 1/15/2014 1/15/2016
Licenses State | 9/17/2013 9/16/2015
CLIA 7/22/2013 7/25/2015
CMS 4/3/14 4/2/17
Special Coag Lab CAP 1/14 & 1/15/2014 1/26/2016
Inspection State 9/11/2013 10/31/14
(Hemophilia) CLIA 12/11/2013 11/30/2015
Radiology
Magnetic Resonance ACR 10/14/2011 10/14/2014
Nuc Med State 5/19/2014- 7 n/a
Rb82 Generator One time State visit
Inspection 1/29 & 1/30/ 14
Nuc Med State 10/15/12-10/16/12 10/14/2015
(SIR spheres therapy
d/t radiation error)
~Radiology ACR Online beginning 2012 Online

Attachment C, I, Orderly Development, 7 (1)




Program Organization Begin Date of Expiration Date or
Accredited/Certified Accreditation/ Expected Return
Certification — Site Visit
State 3/06/2012 3/06/2014
Radioactive Material State 01/09/2011 1/08/2014
Licensure
Radiology JRCERT 8/05/2011 8/05/2019
Site visit
Stereotactic Breast ACR 2/22/2012 2/22/2015
Biopsy
Computed ACR 10/12/2008 Not renewed
Tomography/CT
Positron Emission ACR 5/20/2013 5/19/2016
Tomography
Ultrasound ACR 6/13/2012 6/13/2015
Other
Bariatric Center ACS BSCN 4/23/2013 4/22/2015
Cardiovascular and American Association of 8/31/2012 8/31/2015
Pulmonary Rehab Cardiac and Pulmonary
Rehabilitation
Joint Center Joint Commission Site 12/06/2012 12/06/2014
TJC Certification Visit
Intracycle Review 12/06/2013 (Call)
Level 1 Trauma Survey State 9/10/2013 9/9/2016
ACS Consultation 2/10 & 2/11/2014 N/A
Stroke Advanced Joint Commission 3/20 & 3/21/2013 3/21/2015
Comprehensive TJC
Certification TJC Intra-cycle 3/20/2014 (Call)
Certification
(Phone Call)
UT Sleep Center American Academy of 9/09/2011 9/08/2016
Sleep Medicine
Transplant CMS 08/01 & 8/2/2012 August 2015
12/4 &12/5/2012
UNOS- Chart Audits on 4/09/2012 N/A
Deceased Transplant 4/23 & 4/24/2013
Patients

3/31/14
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r “The Joint Commission

December 15, 2011

Joe Landsman, CPA Joint Commission ID #: 7853

CEO Program: Hospital Accreditation

The University of Tennessee Memorial Accreditation Activity: 60-day Evidence of
Hospital Standards Compliance

1924 Alcoa Highway Accreditation Activity Completed: 12/15/2011
Knoxville, TN 37920

Dear Mr. Landsman:

The Joint Commission would like to thank your organization for participating in the accreditation process. This
process is designed to help your organization continuously provide safe, high-quality care, treatment, and services
by identifying opportunities for improvement in your processes and helping you follow through on and
implement these improvements. We encourage you to use the accreditation process as a continuous standards
compliance and operational improvement tool.

The Joint Commission is granting your organization an accreditation decision of Accredited for all services
surveyed under the applicable manual(s) noted below:

Comprehensive Accreditation Manual for Hospitals

This accreditation cycle is effective beginning September 24, 2011. The Joint Commission reserves the right to
shorten or lengthen the duration of the cycle; however, the certificate and cycle are customarily valid for up to 36
months.

Please visit Quality Check® on The Joint Commission web site for updated information related to your
accreditation decision.

We encourage you to share this accreditation decision with your organization’s appropriate staff, leadership, and
governing body. You may also want to inform the Centers for Medicare and Medicaid Services (CMS), state or
regional regulatory services, and the public you serve of your organization’s accreditation decision.

Please be assured that The Joint Commission will keep the report confidential, except as required by law. To
ensure that The Joint Commission’s information about your organization is always accurate and current, our
policy requires that you inform us of any changes in the name or ownership of your organization or the health
care services you provide.

Sincerely,
Ann Scott Blouin, RN, Ph.D.

Executive Vice President

Accreditation and Certification Operations

Attachment C, III, Orderly Development, 8




Wi The Joint Commission

The University of Tennessee Memorial Hospital
1924 Alcoa Highway
Knoxville, TN 37920

Organization Identification Number: 7853
Program(s) Survey Date(s)
Hospital Accreditation 11/03/2011-11/03/2011

Executive Summary

Hospital Accreditation : As a result of the accreditation activity conducted on the above date(s), there
were no Requirements for Improvement identified.

If you have any questions, please do not hesitate to contact your Account Executive.

Thank you for collaborating with The Joint Commission to improve the safety and quality of care provided to
patients.

Organization Identification Number: 7853 Page 1 of 2
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JV' The Joint Commission

The University of Tennessee Memorial Hospital
1924 Alcoa Highway
Knoxville, TN 37920

Organization Identification Number: 7853

Program(s) Survey Date(s)
Hospital Accreditation 09/19/2011-09/23/2011

Executive Summary

Hospital Accreditation : As a result of the accreditation activity conducted on the above date(s), you have met
the criteria for Accreditation with Follow-up Survey.

You will have follow-up in the area(s) indicated below:

e As aresult of a Condition Level Deficiency, an Unannounced Medicare
Deficiency Follow-up Survey will occur. Please address and correct any
Condition Level Deficiencies immediately, as the follow-up event addressing
these deficiencies will occur within 45 days of the last survey date identified
above. The follow-up event is in addition to the written Evidence of Standards
Compliance response.

e Evidence of Standards Compliance (ESC)

If you have any questions, please do not hesitate to contact your Account Executive.

Thank you for collaborating with The Joint Commission to improve the safety and quality of care provided to
patients.

Organization Identification Number: 7853 Page 1 of 22



The Joint Commission
Summary of Findings

Evidence of DIRECT Impact Standards Compliance is due within 45 days from the day this report is
posted to your organization's extranet site:

Program: Hospital Accreditation Program

Standards: EC.02.03.01 EP1
EC.02.05.01 EP6
EC.02.05.09 EP1
IC.02.02.01 EP1,EP2
MM.04.01.01 EP13
PC.01.02.09 EP4
RI.01.03.01 EP11,EP13
UP.01.03.01 EP4

Evidence of INDIRECT Impact Standards Compliance is due within 60 days from the day this report is
posted to your organization's extranet site:

Program: Hospital Accreditation Program

Standards: EC.02.01.01 EP1
EM.02.01.01 EP2
LD.01.03.01 EP2
LS.02.01.20 EP12
LS.02.01.30 EP11,EP23
LS.02.01.35 EP4
MIM.05.01.01 EP1
MS.01.01.01 ' EP3,EP16

* OCO - Observed Corrected Onsite.

Organization Identification Number: 7853 Page 2 of 22



CoP:

Corresponds to:

The Joint Commission
Summary of CMS Findings

§482.12 Tag: A-0043 Deficiency: Condition

HAP -1D.01.03.01/EP2

Text: §482.12 Condition of Participation: Governing Body
The hospital must have an effective governing body legally responsible for the conduct of the
hospital as an institution. If a hospital does not have an organized governing body, the persons
legally responsible for the conduct of the hospital must carry out the functions specified in this part
that pertain to the governing body.

CoP Standard Tag Corresponds to Deficiency

§482.12(a)(3) A-0047 HAP - MS.01.01.01/EP3 Standard

CoP: §482.22 Tag: A-0338 Deficiency: Standard

Corresponds to: HAP

§482.22 Condition of Participation: Medical staff

Text:
The hospital must have an organized medical staff that operates under bylaws approved by the
governing body and is responsible for the quality of medical care provided to patients by the
hospital.
CoP Standard Tag Corresponds to Deficiency
§482.22(c)(5)(i) |A-0358 HAP - MS.01.01.01/EP16 Standard
CoP: §482.23 Tag: A-0385 Deficiency: Standard
Corresponds to: HAP

Text: §482.23 Condition of Participation: Nursing Services
The hospital must have an organized nursing service that provides 24-hour nursing services. The
nursing services must be furnished or supervised by a registered nurse.
CoP Standard Tag Corresponds to Deficiency
§482.23(c)(2) A-0406 HAP - MM.04.01.01/EP13 Standard
CoP: §482.25 Tag: A-0490 Deficiency: Standard
Corresponds to: HAP

Text:

§482.25 Condition of Participation: Pharmaceutical Services

The hospital must have pharmaceutical services that meet the needs of the patients. The institution
must have a pharmacy directed by a registered pharmacist or a drug storage area under competent
supervision. The medical staff is responsible for developing policies and procedures that minimize
drug errors. This function may be delegated to the hospital's organized pharmaceutical service.

CoP Standard Tag Corresponds to Deficiency

§482.25(b) A-0500 HAP - MM.05.01.01/EP1 Standard

CoP:

Organization Identification Number: 7853

§482.41 Tag: A-0700 Deficiency: Standard

Page 3 of 22




Corresponds to:

The Joint Commission
Summary of CMS Findings

HAP

Text: §482.41 Condition of Participation: Physical Environment
The hospital must be constructed, arranged, and maintained to ensure the safety of the patient,
and to provide facilities for diagnosis and treatment and for special hospital services appropriate to
the needs of the community.
CoP Standard Tag Corresponds to Deficiency
§482.41(a) A-0701 HAP - EC.02.01.01/EP1 Standard
§482.41(b)(1)(/) [A-0710 HAP - LS.02.01.20/EP12, Standard
1.S.02.01.30/EP11, EP23,
LS.02.01.35/EP4
CoP: §482.42 Tag: A-0747 Deficiency: Condition

Corresponds to:

HAP -1C.02.02.01/EP1

Text: §482.42 Condition of Participation: Infection Control
The hospital must provide a sanitary environment to avoid sources and transmission of infections
and communicable diseases. There must be an active program for the prevention, control, and
investigation of infections and communicable diseases.

CoP: §482.51 Tag: A-0940 Deficiency: Condition

Corresponds to:

Text:

HAP - 1C.02.02.01/EP2,
EC.02.05.01/EP6

§482.51 Condition of Participation: Surgical Services

If the hospital provides surgical services, the services must be well organized and provided in
accordance with acceptable standards of practice. If outpatient surgical services are offered the
services must be consistent in quality with inpatient care in accordance with the complexity of
services offered.

CoP Standard Tag Corresponds to Deficiency
§482.51(b)(2) A-0955 HAP - R1.01.03.01/EP11, EP13 Standard
§482.51(b) A-0951 HAP - EC.02.03.01/EP1 Standard

Organization Identification Number: 7853

Page 4 of 22




The Joint Commission

Findings
Chapter: Emergency Management
Program: Hospital Accreditation
Standard: EM.02.01.01
Standard Text: The hospital has an Emergency Operations Plan.

Note: The hospital's Emergency Operations Plan (EOP) is designed to coordinate
its communications, resources and assets, safety and security, staff
responsibilities, utilities, and patient clinical and support activities during an
emergency (refer to Standards EM.02.02.01, EM.02.02.03, EM.02.02.05,
EM.02.02.07, EM.02.02.09, and EM.02.02.11). Although emergencies have many
causes, the effects on these areas of the organization and the required response
effort may be similar. This 'all hazards' approach supports a general response
capability that is sufficiently nimble to address a range of emergencies of different
duration, scale, and cause. For this reason, the Plan’s response procedures
address the prioritized emergencies but are also adaptable to other emergencies
that the organization may experience. :

Primary Priority Focus Area: Patient Safety
Element(s) of Performance:

2. The hospital develops and maintains a written Emergency Operations Plan that ; g‘\
describes the response procedures to follow when emergencies occur. (See also
EM.03.01.03, EP 5)

Note: The response procedures address the prioritized emergencies but can also be
adapted to other emergencies that the hospital may experience. Response procedures
could include the following:

- Maintaining or expanding services

- Conserving resources

- Curtailing services

- Supplementing resources from outside the local community

- Closing the hospital to new patients

- Staged evacuation

- Total evacuation

Scoring Category :A
Score : Insufficient Compliance

Observation(s):

EP 2

Observed in Building Tour at University Cancer Specialists (908 West Fourth North Street, Morristown, TN) site.

In discussion with the staff at the facility, which is approximately 49 miles from the main hospital, it was noted there is no
Emergency Operations Plan for the facility. The hospital plan does not address what is to occur in this facility in the event
of a disaster either.

Chapter: Environment of Care

Program: Hospital Accreditation

Standard: EC.02.01.01 @
Standard Text: The hospital manages safety and security risks.

Primary Priority Focus Area: Physical Environment

Organization Identification Number: 7853 Page 5 of 22



The Joint Commission
Findings

Element(s) of Performance:

1. The hospital identifies safety and security risks associated with the environment of
care that could affect patients, staff, and other people comlng to the hospital's facilities.
Note: Risks are identified from internal sources such as ongoing monitoring of the
environment, results of root cause analyses, results of annual proactive risk
assessments of high-risk processes, and from credible external sources such as
Sentinel Event Alerts. (See also EC.04.01.01, EP 14)

Scoring Category A
Score : Insufficient Compllance

Observation(s):

EP 1
§482.41(a) - (A-0701) - §482.41(a) Standard: Buildings

The condition of the physical plant and the overall hospital environment must be developed and maintained in such a
manner that the safety and well-being of patients are assured.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at The University of Tennessee Memorlal Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service.

Inside of OR # 21, there were approximately 4 large extension cords being utilized for various equipment. The extension
cords had four-gang outlet conduit boxes lying on the floor used to plug in equipment.

Chapter: Environment of Care

Program: Hospital Accreditation

Standard: EC.02.03.01 @
Standard Text: The hospital manages fire risks.

Primary Priority Focus Area: Physical Environment
Element(s) of Performance:

1. The hospital minimizes the potential for harm from fire, smoke, and other products p_':!"j
of combustion. d

Scoring Category :C
Score : Insufficient Compliance

Observation(s):

Organization Identification Number: 7853 Page 6 of 22



The Joint Commission
Findings

EP 1
§482.51(b) - (A-0951) - §482.51(b) Standard: Delivery of Service

Surgical services must be consistent with needs and resources. Policies governing surgical care must be designed to
assure the achievement and maintenance of high standards of medical practice and patient care.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service. )

At the entrance to the Heart Hospital on the third floor, two 120 volt junction box covers were not in place. This was
observed but corrected on site.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN}) site for
the Hospital deemed service.

Inside the storage room on the third floor of the Heart Hospital, one junction box cover had been removed inside of the
large storage room across from the nurses station.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service.
At the MCC1 staff locker room, a junction box cover was missing. This was observed but corrected on site.

Chapter: Environment of Care

Program: Hospital Accreditation

Standard: EC.02.05.01 (ESC 45 dayd)
Standard Text: The hospital manages risks associated with its utility syste—ms,

Primary Priority Focus Area: Physical Environment
Element(s) of Performance:

6. In areas designed to control airborne contaminants (such as biological agents, ,3»‘,
gases, fumes, dust), the ventilation system provides appropriate pressure ;
relationships, air-exchange rates, and filtration efficiencies.

Note: Areas designed for controli of airborne contaminants include spaces such as
operating rooms, special procedure rooms, delivery rooms for patients diagnosed with
or suspected of having airborne communicable diseases (for example, pulmonary or
laryngeal tuberculosis), patients in 'protective environment' rooms (for example, those
receiving bone marrow transplants), laboratories, pharmacies, and sterile supply
rooms. For further information, see Guidelines for Design and Construction of Health
Care Facilities, 2010 edition, administered by the Facility Guidelines Institute and
published by the American Society for Healthcare Engineering (ASHE).

Scoring Category :A
Score : Insufficient Compliance

Observation(s):
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EP6

§482.51 - (A-0940) - §482.51 Condition of Participation: Condition of Participation: Surgical Services

This Condition is NOT MET as evidenced by:

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the airflow/pressure relationships in central sterilization for the main hospital
operating room suites revealed that the clean area was negative compared to the dirty area instead of positive. The clean
area was also negative compared to an adjacent hallway instead of positive.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the airflow/pressure relationships in several rooms in the operative and peri-
operative services in the Day Surgery area revealed several instances where the airflow/pressure relationships were not
correct. Operating room 2 was negative instead of positive with respect to the adjacent hallway. In central sterilization the
clean room was negative instead of positive with respect to the adjacent hallway and the dirty room was neutral instead of
negative with respect to the adjacent hallway.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the endoscope disinfection process in the Day Surgery area revealed that both
cleaning and disinfection are done in the same room. There is no physical barrier between the dirty area and the clean
area. The scopes are washed in tubs placed on a cabinet immediately adjacent to the disinfection machine. In the
absence of physical barrier separation of dirty from clean areas, the current arrangement does not provide for sufficient
compensatory measures such as adequate spatial separation and appropriate airflow characteristics.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxuville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the endoscope disinfection process at the main hospital endoscopy suite revealed
that cleaning and disinfection are done in the same room. There is no physical barrier between the clean area and the
dirty area. The first disinfection machine is located about 3 - 4 feet from a sink used to wash the scopes. In the absence
of physical barrier separation of dirty from clean areas, the current arrangement does not provide for sufficient
compensatory measures such as adequate spatial separation, modified work practices and appropriate airflow
characteristics.

Chapter: Environment of Care

Program: Hospital Accreditation

Standard: EC.02.05.09 @
Standard Text: The hospital inspects, tests, and maintains medical gas and vacuum systems.

Note: This standard does not require hospitals to have the medical gas and
vacuum systems discussed below. However, if a hospital has these types of
systems, then the following inspection, testing, and maintenance requirements
apply.

Primary Priority Focus Area: Physical Environment

Element(s) of Performance:

1. In time frames defined by the hospital, the hospital inspects, tests, and maintains o
critical components of piped medical gas systems, including master signal panels, 3,
area alarms, automatic pressure switches, shutoff valves, flexible connectors, and

outlets. These activities are documented. (See also EC.02.05.01, EP 3)

Scoring Category :A
Score : Insufficient Compliance
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Observation(s):

EP 1

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site.
Inside of the main Security Office, the Main Medical Gas Alarm panel had been turned off. Once turned back on, it
functioned appropriately. Another Main Med Gas panel was located in the Engineering Office which is manned 24/7 also.

Chapter: Infection Prevention and Control

Program: Hospital Accreditation

Standard: 1C.02.02.01 |

Standard Text: The hospital reduces the risk of infections associated with medical equipment,

devices, and supplies.
Primary Priority Focus Area: Infection Control

Element(s) of Performance:

1. The hospital implements infection prevention and control activities when doing the f ,
following: Cleaning and performing low-level disinfection of medical equipment,
devices, and supplies. *

Note: Low-level disinfection is used for items such as stethoscopes and blood glucose
meters. Additional cleaning and disinfecting is required for medical equipment,
devices, and supplies used by patients who are isolated as part of implementing
transmission-based precautions.

Footnote *; For further information regarding cleaning and performing low-level
disinfection of medical equipment, devices, and supplies, refer to the Web site of the
Centers for Disease Control and Prevention (CDC) at
http://www.cdc.govincidod/dhgp/sterile.html (Sterilization and Disinfection in
Healthcare Settings).

Scoring Category :C
Score : Insufficient Compliance

2. The hospital implements infection prevention and control activities when doing the Fa¥
following: Performing intermediate and high-level disinfection and sterilization of 11—\
medical equipment, devices, and supplies. * (See also EC.02.04.03, EP 4)

Note: Sterilization is used for items such as implants and surgical instruments. High-

level disinfection may also be used if sterilization is not possible, as is the case with

flexible endoscopes.

Footnote *: For further information regarding performing intermediate and high-level
disinfection of medical equipment, devices, and supplies, refer to the Web site of the
Centers for Disease Control and Prevention (CDC) at
http://www.cdc.gov/hicpac/Disinfection_Sterilization/acknowledg.html (Sterilization and
Disinfection in Healthcare Settings).

Scoring Category :A
Score : Insufficient Compliance

Observation(s):
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EP 1

§482.42 - (A-0747) - §482.42 Condition of Participation: Condition of Participation: infection Control

This Condition is NOT MET as evidenced by:

Observed in Tracer Activities at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site
for the Hospital deemed service.

When conducting tracer activities in the neonatal intensive care unit, a mattress was found to be tattered & torn. As such,
the hospital potentially exposed its infants to device-transmitted infections as the disruptions in the fabric of this mattress
made it impossible to terminally clean the mattress between patients.

Observed in Tracer Activities at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site
for the Hospital deemed service.

When conducting tracer activities in the neonatal intensive care unit, a SECOND mattress was found to be tattered &
torn. As such, the hospital potentially exposed its infants to device-transmitted infections as the disruptions in the fabric
of this mattress made it impossible to terminally clean the mattress between patients.

Observed in Tracer Activities at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxuville, TN) site
for the Hospital deemed service.

When conducting tracer activities in the neonatal intensive care unit, a THIRD mattress was found to be tattered & torn.
As such, the hospital potentially exposed its infants to device-transmitted infections as the disruptions in the fabric of this
mattress made it impossible to terminally clean the mattress between patients.

EP 2

§482.51 - (A-0940) - §482.51 Condition of Participation: Condition of Participation: Surgical Services

This Condition is NOT MET as evidenced by:

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the process for flash sterilization revealed that when this process was required,
the contaminated instrument was washed in the sink used by staff to scrub in preparation for surgery. Contaminated
instruments must be cleaned in an area designated for that purpose using equipment and cleaning reagents appropriate
for this process.

Chapter: Leadership

Program: Hospital Accreditation

Standard: LD.01.03.01
Standard Text: The governing body is ultimately accountable for the safety and quality of care,

treatment, and services.
Primary Priority Focus Area: Organizational Structure

Element(s) of Performance:

2. The governing body provides for organization management and planning. 54“2\

Scoring Category :A
Score : Insufficient Compliance

Observation(s):
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EP 2

§482.12 - (A-0043) - §482.12 Condition of Participation: Condition of Participation: Governing Body

This Condition is NOT MET as evidenced by:

Observed in Leadership Session at The University of Tennessee Memorial Hospital (1924 Aicoa Highway, Knoxville, TN)
site for the Hospital deemed service.

The governing body/leadership did not ensure that the following Conditions of Participation were met as determined
through observations, documentation, and staff interviews: 482.42/IC.02.02.01 - EP1: torn mattresses in the neonatal
intensive care unit; 482.51/1C.02.02.01- EP2: cleaning surgical instruments in areas not designated for that purpose;
EC.02.05.01 - EP8: Incorrect airflow/pressure relationships in operating and central sterilization rooms, insufficient
separation of clean from dirty areas in endoscopy disinfection rooms, and deficiencies in obtaining procedural and
anesthesia consents.

Chapter: Life Safety

Program: Hospital Accreditation

Standard: LS.02.01.20
Standard Text: The hospital maintains the integrity of the means of egress.

Primary Priority Focus Area: Physical Environment

Element(s) of Performance:

12. The corridor width is not obstructed by wall projections. (For full text and any 545
exceptions, refer to NFPA 101-2000: 18/19.2.3.3) | :

Note: When corridors are 6 feet wide or more, The Joint Commission permits certain
objects to project into the corridor, such as hand rub dispensers or computer desks
that are retractable. They must be no more than 36 inches wide and cannot project
more than 6 inches into the corridor. These items must be installed at least 48 inches
apart and above the handrail height. (For full text and any exceptions, refer to: NFPA
101-2000: 18/19.2.3.3)

Scoring Category :C
Score : Insufficient Compliance

Observation(s):
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EP 12

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in
accordance with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS
Information Resource Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records
Administration (NARA). For information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federal_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If
any changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register
to announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

On the 12th floor across from the nurses station, one wooden box for customer comments was in the egress corridor.
The box extended into the corridor approximately eight inches. This was removed during survey.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

At the Recovery Department on three south, the patient information television projected more than 6" into the egress
corridor.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN}
site for the Hospital deemed service.

At the EVR Department near room # 16, the patient record box/mail box projected greater than 6" into the egress
corridor.

Chapter: Life Safety

Program: Hospital Accreditation

Standard: 1.5.02.01.30
Standard Text: The hospital provides and maintains building features to protect individuals

from the hazards of fire and smoke.
Primary Priority Focus Area: Physical Environment

Organization Identification Number: 7853 Page 12 of 22
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Element(s) of Performance:

11. Corridor doors are fitted with positive latching hardware, are arranged to restrict x‘.‘;&
the movement of smoke, and are hinged so that they swing. The gap between 4.8
meeting edges of door pairs is no wider than 1/8 inch, and undercuts are no larger

than 1 inch. Roller latches are not acceptable.

Note: For existing doors, it is acceptable to use a device that keeps the door closed

when a force of 5 foot-pounds are applied to the edge of the door. (For full text and

any exceptions, refer to NFPA 101-2000: 18/19.3.6.3.2, 18/19.3.6.3.1, and 7.2.1.4.1)

Scoring Category :C
Score : Insufficient Compliance

23. Doors in smoke barriers are self-closing or automatic-closing, constructed of 1 3/4- /.f';\_
inch or thicker solid bonded wood core or equivalent, and fitted to resist the passage of 2.
smoke. The gap between meeting edges of door pairs is no wider than 1/8 inch, and
undercuts are no larger than 3/4 inch. Doors do not have nonrated protective plates

more than 48 inches above the bottom of the door. (For full text and any exceptions,

refer to NFPA 101-2000: 18/19.3.7.5, 18/19.3.7.6, and 8.3.4.1)

Scoring Category :C
Score : Insufficient Compliance

Observation(s):
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EP 11

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in
accordance with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS
Information Resource Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records
Administration (NARA). For information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federaI_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If
any changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register
to announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxuville, TN)
site for the Hospital deemed service.

At the Recovery Department corridor on the third floor, the corridor door latches for both doors entering Recovery
were not functioning. Both latches were corrected during survey.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

At room 389 and 390 in the Heart Hospital building, the doors to the patient rooms had greater than 1/8" gap at the
wing door and regular patient room door. This was corrected during survey.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

Inside of the main Surgery Department, OR room # 23, and room # 24 had gaps larger than 1/8" at the meeting
edges where the wing door met the main entrance door to the rooms.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service. .

At smoke compartment 2.3, the patient room doors (6 total) were not equipped with positive latching hardware. This
area was not designated as a suite on the life safety drawings.

EP 23

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in
accordance with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS
Information Resource Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records
Administration (NARA). For information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federal_regulations/ibr_locations.htmi.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If
any changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register
to announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxuville, TN)
site for the Hospital deemed service.

The smoke barrier doors at OR # 14 did not latch when tested. This was corrected during survey.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

At the entrance to the Heart Hospital on the third floor, the gap between the smoke barrier doors was greater than
1/8". This was corrected during survey.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.
The smoke barrier doors on the second floor at the Vascular Access Coordinator's office had a gap at the meeting
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edges larger than 1/8".
Chapter: Life Safety
Program: Hospital Accreditation
Standard: LS.02.01.35
Standard Text: The hospital provides and maintains systems for extinguishing fires.

Primary Priority Focus Area: Physical Environment
Element(s) of Performance:

4. Piping for approved automatic sprinkler systems is not used to support any other i %
item. (For full text and any exceptions, refer to NFPA 25-1998: 2-2.2) LAY

Scoring Category :C
Score : Insufficient Compliance

Observation(s):

EP 4

§482.41(b)(1)(i) - (A-0710) - (i) The hospital must meet the applicable provisions of the 2000 edition of the Life Safety
Code of the National Fire Protection Association. The Director of the Office of the Federal Register has approved the
NFPA 101®2000 edition of the Life Safety Code, issued January 14, 2000, for incorporation by reference in accordance
with 5 U.S.C. 552(a) and 1 CFR part 51. A copy of the Code is available for inspection at the CMS Information Resource
Center, 7500 Security Boulevard, Baltimore, MD or at the National Archives and Records Administration (NARA). For
information on the availability of this material at NARA, call 202-741-6030, or go to:
http://www.archives.gov/federal_register/code_of_federal_regulations/ibr_locations.html.

Copies may be obtained from the National Fire Protection Association, 1 Batterymarch Park, Quincy, MA 02269. If any
changes in this edition of the Code are incorporated by reference, CMS will publish notice in the Federal Register to
announce the changes.

This Standard is NOT MET as evidenced by:

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service.

On the 11th floor inside the Clean Ultility Room, the ceiling grid wiring was attached to the fire sprinkler piping. This was
removed during survey.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service.
Inside the 10th floor electrical room, a 3/4 inch conduit was attached to the sprinkler pipe with wire at three locations.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service.
At room 1028, low voltage wires were attached to the fire sprinkler pipe.

Observed in Building Tour at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN) site for
the Hospital deemed service.
On the 9th floor at the electrical room, low voltage cabling was attached to the fire sprinkler piping.

Chapter: Medical Staff
Program: Hospital Accreditation
Standard: MS.01.01.01 @0 days
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Standard Text: Medical staff bylaws address self-governance and accountability to the governing
body.

Primary Priority Focus Area: Credentialed Practitioners
Element(s) of Performance:

3. Every requirement set forth in Elements of Performance 12 through 36 is in the /‘;H
medical staff bylaws. These requirements may have associated details, some of which £
may be extensive; such details may reside in the medical staff bylaws, rules and

regulations, or policies. The organized medical staff adopts what constitutes the

associated details, where they reside, and whether their adoption can be delegated.
Adoption of associated details that reside in medical staff bylaws cannot be delegated.

For those Elements of Performance 12 through 36 that require a process, the medical

staff bylaws include at a minimum the basic steps, as determined by the organized

medical staff and approved by the governing body, required for implementation of the
requirement. The organized medical staff submits its proposals to the governing body

for action. Proposals become effective only upon governing body approval. (See the
'Leadership' (LD) chapter for requirements regarding the governing body’s authority

and conflict management processes.)

Note: If an organization is found to be out of compliance with this Element of

Performance, the citation will occur at the appropriate Element(s) of Performance 12

through 36.

Scoring Category :A
Score : Insufficient Compliance

16. For hospitals that use Joint Commission accreditation for deemed status purposes: i‘t
The medical staff bylaws include the following requirements, in accordance with
Element of Performance 3: The requirements for completing and documenting medical
histories and physical examinations. The medical history and physical examination are
completed and documented by a physician, an oralmaxillofacial surgeon, or other
qualified licensed individual in accordance with state law and hospital policy. (For more
information on performing the medical history and physical examination, refer to
MS.03.01.01, EPs 6-11.)

Note 1: The definition of 'physician' is the same as that used by the Centers for
Medicare & Medicaid Services (CMS) (refer to the Glossary).

Note 2: The requirements referred to in this element of performance are, at a
minimum, those described in the element of performance and Standard PC.01.02.03,
EPs 4 and 5.

Scoring Category :A
Score : Insufficient Compliance

Observation(s):
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EP 3
§482.12(a)(3) - (A-0047) - [The governing body must:]

(3) Assure that the medical staff has bylaws;

This Standard is NOT MET as evidenced by:

Observed in Medical Management Session at The University of Tennessee Memorial Hospital (1924 Alcoa Highway,
Knoxville, TN) site for the Hospital deemed service.

Review of the medical staff bylaws revealed that documentation of the requirements of EP 16 into the bylaws had not
been completed by the organized medical staff and approved by the governing body.

EP 16

§482.22(c)(5)(i) - (A-0358) - (i) A medical history and physical examination be completed and documented for each
patient no more than 30 days before or 24 hours after admission or registration, but prior to surgery or a procedure
requiring anesthesia services. The medical history and physical examination must be completed and documented by a
physician (as defined in section 1861(r) of the Act), an oromaxillofacial surgeon, or other qualified licensed individual in
accordance with State law and hospital policy.

This Standard is NOT MET. as evidenced by:

Observed in Medical Management Session at The University of Tennessee Memorial Hospital (1924 Alcoa Highway,
Knoxville, TN) site for the Hospital deemed service.

Review of the current language of the bylaws regarding medical histories and physical exams revealed that the bylaws
did not sufficiently address who may do a history and physical or the timeframe requirments for completing the history
and physical and updates. It also did not address basic information regarding any distinctions between inpatient and
outpatient exams or any requirements for countersignatures.

Chapter: Medication Management

Program: Hospital Accreditation

Standard: MM.04.01.01 @
Standard Text: Medication orders are clear and accurate. ”

Primary Priority Focus Area: Medication Management
Element(s) of Performance:

13. The hospital implements its policies for medication orders. : ‘,f'-;%.\

Scoring Category :C
Score : Partial Compliance

Observation(s):

Organization |dentification Number: 7853 Page 17 6f 22



The Joint Commission
Findings

EP 13

§482.23(c)(2) - (A-0406) - (2) With the exception of influenza and pneumococcal polysaccharide vaccines, which may be
administered per physician-approved hospital policy after an assessment of contraindications, orders for drugs and
biologicals must be documented and signed by a practitioner who is authorized to write orders by hospital policy and in
accordance with State law, and who is responsible for the care of the patient as specified under §482.12(c).

This Standard is NOT MET as evidenced by:

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of medication orders revealed a titration order for Fentanyl IV 2.5 mg/100 mi; titrate,
Ramsey 3. This order does not include the "titration schedule" as required by hospital policy.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the medication ordering process revealed that the hospital used a standing order
for pre-operative IVs. Hospital policy required that after standing orders were implemented, they were to be authenticated
by the physician. Discussion with staff revealed that currently the actual standing order pre-printed form was not included
in the medical record and that therefore physicians were not authenticating these orders as hospital policy required.

Chapter: Medication Management

Program: Hospital Accreditation

Standard: MM.05.01.01
Standard Text: A pharmacist reviews the appropriateness of all medication orders for medications

to be dispensed in the hospital.
Primary Priority Focus Area: Medication Management

Element(s) of Performance:

1. Before dispensing or removing medications from floor stock or from an automated 4\
storage and distribution device, a pharmacist reviews all medication orders or
prescriptions unless a licensed independent practitioner controls the ordering,
preparation, and administration of the medication or when a delay would harm the
patient in an urgent situation (including sudden changes in a patient's clinical status),
in accordance with law and regulation.

Scoring Category :A
Score: . Insufficient Compliance

Observation(s):

EP 1
§482.25(b) - (A-0500) - §482.25(b) Standard: Delivery of Services

In order to provide patient safety, drugs and biologicals must be controlled and distributed in accordance with applicable
standards of practice, consistent with Federal and State law.

This Standard is NOT MET as evidenced by:

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the medical record revealed that the order for antibiotics in the pre-operative area
had not been scanned to the pharmacy as required and that the antibiotics had been started without pharmacy review of
orders.

Chapter: National Patient Safety Goals
Program: Hospital Accreditation
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Standard: UP.01.03.01 @
Standard Text: A time-out is performed before the procedure.

Primary Priority Focus Area: Patient Safety
Element(s) of Performance:

4. During the time-out, the team members agree, at a minimum, on the following: i”u‘i
- Correct patient identity i
- The correct site

- The procedure to be done

Scoring Category :A
Score : Insufficient Compliance

Observation(s):

EP 4

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site.

During patient tracer activity, observation of a time-out revealed that the patient identification process did not include
viewing the patient's armband as required by the hospital's patient identification policy.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site.

During patient tracer activity, observation of the time-out revealed that the specification of patient identity was limited to
the medical record number and did not include patient name and birthdate as required by hospital policy.

Observed in Tracer Activities at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site.

The time out which was observed by the surveyor in the cardiac cath lab did not include positive patient identification.
During the time out, the circulator stood at the foot of the bed and announced, "Time out. This is ...(patient's name) and
we are doing a left heart cath. Does everybody agree?" The circulator did not compare any piece of paper, such as the
consent form, against the armband. She also did not announce the patient's medical record number or date of birth as
required by hospital policy. When the armband verification WAS verified (pre-procedurally & in another area), the
physician was not present. At the actual time out being described, no staff member compared the medical record number
of date of birth against any source document, such as the consent and/or armband. The hospital failed to follow its own
policy for patient identification during the time out.

Chapter: Provision of Care, Treatment, and Services

Program: Hospital Accreditation

Standard: PC.01.02.09 @

Standard Text: The hospital assesses the patient who may be a victim of possible abuse and
neglect.

Primary Priority Focus Area: Assessment and Care/Services
Element(s) of Performance:

4. The hospital uses its criteria to identify possible victims of abuse and neglect upon i':"‘q,
entry into the hospital and on an ongoing basis.

Scoring Category :A
Score : Insufficient Compliance
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" Observation(s):
EP 4
Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)

site.

During patient tracer activity in the Emergency room, review of the patient assessment process revealed no evidence that
the patient had been screened for abuse. Subsequent discussion with staff revealed that although there was a formal
process for screening for abuse and documenting the result for admitted patients, the Emergency department did not

have a similar process in place.

Chapter: Rights and Responsibilities of the Individual

Program: Hospital Accreditation

Standard: RI.01.03.01 @
Standard Text: The hospital honors the patient's right to give or withhold informed consent.

Primary Priority Focus Area: Rights & Ethics
Element(s) of Performance:

11. The informed consent process includes a discussion about reasonable alternatives ;—’35 _
to the patient's proposed care, treatment, and services. The discussion encompasses

risks, benefits, and side effects related to the alternatives and the risks related to not
receiving the proposed care, treatment, and services.

Scoring Category :A '
Score : Insufficient Compliance

»l"&.'g

13. Informed consent is obtained in accordance with the hospital's policy and f
processes and, except in emergencies, prior to surgery. (See also RC.02.01.01, EP 4) FA AN

Scoring Category :C
Score: Insufficient Compliance

Observation(s):
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EP 11

§482.51(b)(2) - (A-0955) - (2) A properly executed informed consent form for the operation must be in the patient's
chart before surgery, except in emergencies.

This Standard is NOT MET as evidenced by:

Observed in Tracer Activities at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

The surgical consent form for a patient in Labor & Delivery had no documented risks of NOT performing the planned
surgical procedure. This is not included in the template nor was it found in any progress notes. The hospital has a
new surgical consent form which is now with the Forms Committee which DOES contain this information; however,
this particular record was lacking that information.

Observed in Tracer Activities at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

The surgery consent for a patient who received a coronary artery bypass surgery did not include risks related to not
receiving the proposed surgery.

EP 13

§482.51(b)(2) - (A-0955) - (2) A properly executed informed consent form for the operation must be in the patient’s
chart before surgery, except in emergencies.

This Standard is NOT MET as evidenced by:

Observed in Breast Center at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

The patient was having a Stereotactic Breast Biopsy. The witness to the consent for the procedure was noted by
three initials. Hospital policy requires the name of the person witnessing the consent.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the medical record revealed that there was no procedural or sedation consent
form obtained for a patient who had a non emergent chest tube inserted.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxvilie, TN)
site for the Hospital deemed service.

During patient tracer activity, review of the consenting process for anesthesia revealed that the patient had signed the
consent form, which covered both the procedure itself and anesthesia, before the anesthesiologist had spoken to the
patient. Hospital policy required that the patient should not sign the consent form until all of their questions had been
answered by the provider of care.

Observed in Individual Tracer at The University of Tennessee Memorial Hospital (1924 Alcoa Highway, Knoxville, TN)
site for thé Hospital deemed service.

Review of a second medical record revealed that the patient had signed the consent form, which covered both the
procedure itself and anesthesia, before the anesthesiologist had spoken to the patient. Hospital policy required that
the patient should not sign the consent form until all of their questions had been answered by the provider of care.

Organization Identification Number: 7853 Page 21 of 22



The Joint Commission

Organization Identification Number: 7853 Page 22 of 22



&

' “ The Joint Commission

December 15,2011
Re: #7853
CCN: #440015
Program: Hospital
Accreditation Expiration Date: December 24, 2014

Joe Landsman

CEO

The University of Tennessee Memorial Hospital
1924 Alcoa Highway, Box 25

Knoxville, Tennessee 37920

Dear Mr. Landsman:

This letter confirms that your September 19, 2011 - September 23, 2011 unannounced full resurvey was
conducted for the purposes of assessing compliance with the Medicare conditions for hospitals through
The Joint Commission’s deemed status survey process.

Based upon the submission of your evidence of standards compliance on November 18, 2011 and
November 29, 2011 and the successful on-site Medicare Deficiency Follow-up event conducted on
November 03, 2011, the areas of deficiency listed below have been removed. The Joint Commission is
granting your organization an accreditation decision of Accredited with an effective date of September
24, 2011. We congratulate you on your effective resolution of these deficiencies.

§482.12 Condition of Participation: Governing Body
§482.22 Condition of Participation: Medical staff

§482.23 Condition of Participation: Nursing Services
§482.25 Condition of Participation: Pharmaceutical Services
§482.41 Condition of Participation: Physical Environment
§482.42 Condition of Participation: Infection Control
§482.51 Condition of Participation: Surgical Services

The Joint Commission is also recommending your organization for continued Medicare certification
effective September 24, 2011. Please note that the Centers for Medicare and Medicaid Services (CMS)
Regional Office (RO) makes the final determination regarding your Medicare participation and the
effective date of participation in accordance with the regulations at 42 CFR 489.13. Your organization is
encouraged to share a copy of this Medicare recommendation letter with your State Survey Agency.

This recommendation also applies to the following location(s):

The University of Tennessee Memorial Hospital
1924 Alcoa Highway, Knoxville, TN, 37920

University Cancer Specialists

Headquarters

One Renaissance Boulevard
Qakbrook Terrace, IL 60181
630 792 5000 Voice
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908 West Fourth North Street, Morristown, TN, 37814

UT Medical Center/Rehab @ Halls
4005 Fountain Valley Dr. Suite 400, Knoxville, TN, 37918

UT Medical Center/Rehab @ Hardin Valley
2587 Willow Point Way, Knoxville, TN, 37932

UT Medical Center/Rehab @ Northshore
9625 Kroger Park Dr. Suite 100, Knoxville, TN, 37922

UT Medical Center/Rehab @ Seymour
11546 Chapman Highway, Seymour, TN, 37865

UT Outpatient Diagnostic Center at Turkey Creek
11440 Parkside Drive, Ste 204 Plaza 2, Knoxville, TN, 37934

UT Physical Therapy, Loudon Clinic
2480 Highway 72 N, Loudon, TN, 37774

UT Sleep Center
420 W. Morris Blvd, Suite 400-H, Morristown, TN, 37813

We direct your attention to some important Joint Commission policies. First, your Medicare report is
publicly accessible as required by the Joint Commission’s agreement with the Centers for Medicare and
Medicaid Services. Second, Joint Commission policy requires that you inform us of any changes in the
name or ownership of your organization, or health care services you provide.

Sincerely,

Fron Swarr Plawi.. AN, PRD

Ann Scott Blouin, RN, Ph.D.
Executive Vice President
Accreditation and Certification Operations

cc: CMS/Central Office/Survey & Certification Group/Division of Acute Care Services
CMS/Regional Office 4 /Survey and Certification Staff

Headquarters

One Renaissance Boulevard
Qakbrook Terrace, IL 60181
630 792 5000 Voice



AFFIDAVIT

STATE OF TENNESSEE i

COUNTY OF KNOX

T@Vﬁ_&{ Lﬂv@\f , being first duly sworn, says that
he/she is the applicant nalned in this application or his/her/its lawful agent, that this

project will be completed in accordance with the application, that the applicant has read
the directions to this application, the Rules of the Health Services and Development
Agency, and T.C.A. § 68-11-1601, et seq., and that the responses to this application or

any other questions deemed appropriate by the Health Services and Development Agency

are true and complete.

SIGNATURE
AP ¢ Chick NMwmwistvattire
TITLE Q&‘W

Sworn to and subscribed before me this |2 day of September, 2014 a Notary

Public in and for Knox County, Tennessee.
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State of Tennessee

Health Services and Development Agency
Andrew Jackson, g™ Floor, 502 Deaderick Street, Nashville, TN 37243
www.tn.gov/hsda Phone: 615-741-2364 Fax: 615-741-9884

October 1, 2014

Jerry W. Taylor, Esq.
Stites & Harbison, PLLC
SunTrust Plaza, Suite 800
401 Commerce Street
Nashville, TN 37219

RE: Certificate of Need Application -- University of Tennessee Medical Center (UTMC) -
CN1409-042

Dear Mr. Taylor:

This is to acknowledge the receipt of supplemental information to your application for a
Certificate of Need for the expansion of the NICU, ICU and Medical/Surgical services through a
combination of new construction and renovation of 55,302 total square feet. The project includes
the expansion and renovation of the NICU, a new addition to the ICU, a new addition to convert
non-inpatient care space to inpatient rooms and the addition of forty-four (44) beds. Of the forty-
four (44) new beds requested, twenty-eight (28) will be allocated as Medical/Surgical beds and
sixteen (16) as ICU beds. The expansion project will be on the main campus of UTMC, located at
1924 Alcoa Highway, Knoxville (Knox County), Tennessee. Project cost is $26,292,001.00.

Please be advised that your application is now considered to be complete by this office. Your
application is being forwarded to the Tennessee Department of Health and/or its representative for
review.

In accordance with Tennessee Code Annotated, §68-11-1601, et seq., as amended by Public
Chapter 780, the 60-day review cycle for this project will begin on October 1, 2014. The first sixty
(60) days of the cycle are assigned to the Department of Health, during which time a public
hearing may be held on your application. You will be contacted by a representative from this
Agency to establish the date, time and place of the hearing should one be requested. At the end of
the sixty (60) day period, a written report from the Department of Health or its representative will
be forwarded to this office for Agency review within the thirty (30)-day period immediately
following. You will receive a copy of their findings. The Health Services and Development
Agency will review your application on December 17, 2014.



Jerry W. Taylor, Esq.
October 1, 2014
Page 2

Any communication regarding projects under consideration by the Health Services and
Development Agency shall be in accordance with T.C.A. § 68-11-1607(d):

(1) No communications are permitted with the members of the agency once the Letter of
Intent initiating the application process is filed with the agency. Communications
between agency members and agency staff shall not be prohibited. Any
communication received by an agency member from a person unrelated to the
applicant or party opposing the application shall be reported to the Executive Director
and a written summary of such communication shall be made part of the certificate of
need file.

2) All communications between the contact person or legal counsel for the applicant and
the Executive Director or agency staff after an application is deemed complete and
placed in the review cycle are prohibited unless submitted in writing or confirmed in
writing and made part of the certificate of need application file. Communications for
the purposes of clarification of facts and issues that may arise after an application has
been deemed complete and initiated by the Executive Director or agency staff are not
prohibited.

Should you have questions or require additional information, please contact me.

Sincerely, M W

Melanie M. Hill
Executive Director

MMH:mab

cc: Trent Sansing, CON Director, Division of Health Statistics



State of Tennessee

Health Services and Development Agency
Andrew Jackson, gt Floor, 502 Deaderick Street, Nashville, TN 37243
www.tn.gov/hsda Phone: 615-741-2364 Fax: 615-741-9884

MEMORANDUM

TO: Trent Sansing, CON Director
Office of Policy, Planning and Assessment
Division of Health Statistics
Andrew Johnson Tower, 2nd Floor
710 James Robertson Parkway
Nashville, Tennessee 37243

FROM: Melanie M. Hill /) BV~

Executive Director
DATE: October 1, 2014

RE: Certificate of Need Application
University of Tennessee Medical Center (UTMC) - CN1409-042

Please find enclosed an application for a Certificate of Need for the above-referenced project.
This application has undergone initial review by this office and has been deemed complete. It is

being forwarded to your agency for a sixty (60) day review period to begin on October 1, 2014 and
end on December 1, 2014.

Should there be any questions regarding this application or the review cycle, please contact this
office.

MMH:mab

Enclosure

cc: Jerry W. Taylor, Esq.



LETTER OF INTENT
TENNESSEE HEALTH SERVICES AND DEVELOPMENT AGENCY

The Publication of Intent is to be E(ublished in the Knoxville News Sentinel, which is a
newspaper of general circulation in Knox County, Tennessee, on or before September 10,
2014 for one day.

This is to provide official notice to the Health Services and Development Agency and all
interested parties, in accordance with T.C.A. § 68-11-1601 et seq., and the Rules of the
Health Services and Development Agency, that The University of Tennessee Medical
Center (UTMC), owned and managed by University Health System, Inc., a Tennessee not-
for-profit corporation, intends to file an application for a Certificate of Need for: (1) the
expansion and renovation of its Neonatal Intensive Care Unit (NICU) consisting of
approximately 9,758 square feet of new construction and 15,432 square feet of renovated
space; (2) the addition of approximately 16,850 square feet of new space and renovation of
approximately 1,262 square feet of existing space, which will house a new addition to the
Intensive Care Unit (ICU); (3) the renovation of approximately 12,000 square feet of existing
space to convert it from non-inpatient care space to inpatient rooms; and (4) the addition of
44 acute care beds to its license. Of the 44 requested beds, 28 are anticipated to be
allocated as general medical surgical beds, and 16 as ICU beds. UTMC is located at 1924
Alcoa Highway, Knoxville, Knox County, Tennessee, and is licensed as a general acute care
hospital by the Tennessee Board for Licensing Health Care Facilities. No changes in
services or major medical equipment are involved in this project. The estimated project cost
is not to exceed $27,000,000.00.

The anticipated date of filing the application is September 15, 2014.

The contact person for this project is Jerry W. Taylor, Attorney, who may be reached at:
Stites & Harbison, PLLC, SunTrust Plaza Suite 800, 401 Commerce Street, Nashville,
Tennessee, 37219, 615-782-2228, jerry.taylor@stites.com.
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/Slgn?’_nﬁre / Date

i e o S e e e e S S e e s S R o S S St S S S e s S S S S S S I S G S e e e b S SR B e S By B e D — o e
e e e e e o o T e o o o o o s s o s o o o e P s e e el St G S R s s S S o S G e e s s e e B B s s —r— —_————

The 7publishecl Letter of Intent contains the following statement pursuant to T.C.A. § 68-11-
1607(c)(1). (At) Any health care institution wishing to oppose a Certificate of Need
application must file a written notice with the Health Services and Development Agency no
later than fifteen (15) days before the regularly scheduled Health Services and Development
Agency meeting at which the application is originally scheduled; and (B) Any other person
wishing to oppose the application must file written objection with the Health Services and
Development Agency at or prior to the consideration of the application by the Agency.
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State of Tennessee

Health Services and Development Agency
Andrew Jackson Building, 9" Floor
www.tn.gov/ihsda Phone: 615-741-2364/Fax: 615-741-9884

September 22, 2014

Jerry W. Taylor, Attorney
Stites & Harbison, PLLC

400 Commerce Street, Suite 800
Nashville, TN 37219

RE: Certificate of Need Application CN1409-042
University of Tennessee Medical Center

Dear Mr. Taylor:

This will acknowledge our September 15, 2014 receipt of your application for a
Certificate of Need for the expansion of the NICU, ICU and Med/Surg services of the
hospital through a combination of new construction and renovation of 55,302 total
square feet. The project includes the expansion renovation of the NICU, a new addition
to the ICU, a new addition to convert from non-inpatient care space to inpatient rooms
and the addition of 44 beds including the construction of a new ICU addition to the ICU
and the addition of 44 licensed beds - 28 to be allocated as Medical/Surgical beds and
16 as designated ICU beds. The expansion project will be on the main campus of
UTMC, located at 1924 Alcoa Highway, Knoxville (Knox County), Tennessee. Several
items were found which need clarification or additional discussion. Please review the
list of questions below and address them as indicated. The questions have been keyed
to the application form for your convenience. I should emphasize that an application
cannot be deemed complete and the review cycle begun until all questions have been
answered and furnished to this office.

Please submit responses in triplicate by 1:00 p.m., September 29, 2014. If the
supplemental information requested in this letter is not submitted by or before this
time, then consideration of this application may be delayed into a later review cycle.

1. Section B. Project Description, Item I (Executive Summary).

The executive summary is noted. Under the section heading Existing
Resources, please include a brief description of the project’s impact on the
other hospitals in the twenty-one (21) county service area.

2, Section B. Project Description, Item II.A.
The square footage and cost per square footage chart is noted. Please revise
the chart by providing amounts at the bottom of the chart in the appropriate

columns and submit a replacement page 12 with your response.

Please also complete the table below to identify uses of existing areas that may
be impacted by the project.
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Service | Floor Description of | Useof Space Future Location | Total Square
proposed Changes | Currently of Displaced Feet of New
(# licensed beds Activities Construction
before/after) (as applicable) or renovation

|- Proposed
ICU 3
3. Section B, Project Description, Item II.B (bed complement changes)

4.

The proposed addition of 44 licensed beds resulting in an increase from 581 to 625
total licensed beds is noted. Review of Schedule F of the applicant’s 2012 JAR
revealed 315 Med/Surg beds of 534 total staffed beds in 2012 increasing to 325
Med/Surg beds of 546 total staffed beds in 2013. There are 390 staffed Med/Surg
beds shown on the Bed Complement table on page 4. Please briefly describe the
changes in staffed Med/Surg beds leading to the significant increase in staffed
beds from 2013 to present (65 additional set up and staffed beds).

Section B. Project Description, Item B. - Changes to Bed Complement

The bed complement data chart reflects 581 licensed and 549 total staffed beds.
What percentages of beds are private and semi-private - before and after the
project?

Please also include a description of how this project relates to Phase 1 of
renovation to the NICU completed in 2007 (see pages 10 and 26).

Section C, Need. Item 1 (Project Specific Criteria)

Acute Care Bed Need, Item 1:

The applicant’s acknowledgement of the 1,250 acute care bed surplus in the PSA
is noted. Review of the results revealed no estimate as to a surplus or shortage
for Fentress County, and a service area population that is approximately '100,05[}
residents hifgher using updated TDH population statistics. Do any of these
factors significantly affect the surplus for CY2014 in the PSA?

The number of staffed Med/Surg beds shown by unit in the attachment (C,
Need, Item 1 -Chart 2) totals to 332 beds compared to 325 staffed beds in the 2013
JAR. As aresult, is the occupancy slightly understated in the table? Please clarify.

Please briefly describe the acuity levels in the table showing historical / projected
ED visits on page 20.

UTMC’S role as an academic medical center is noted. What was the growth in the
physician residents from 2012 to present as related to the increase in patient
caseloads at the hospital during the period?

The description of the applicant’s use of the Poisson Probability bed need
formula as a way to predict UTMC patient caseloads is noted. What sources from
medical literature are available for additional insight into the model? What is the
applicant’s experience in using the model in terms of the accuracy /reliability of
its projections in prior projects?
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Acute Care Bed Need, Item 2.c:

The request for special consideration is noted. What illustrations or visuals
discussed in any other sections does the applicant wish to cite as references such
that specific metrics can be appreciated in this regard?

Construction, Renovation, Item 3.a

The items impacting demand for the proposed project are noted. Please include a
brief recap of the increases in bed occupancy, lack of available beds to accept
referrals, etc., as it pertains to this question.

The applicant states that the previous Phase 1 of renovation to the NICU was
completed in 2007 and this proposal is Phase 2 for new construction of an
addition to the NICU. The CON reference does not appear to be included with
UTMC’s list in the discussion provided on page 27 and 28 of the application.
Please clarify.

If the proposal is approved, it appears that there may be approximately 10 years
between completion of Phase 1 and Phase 2. What impact, if any, does the
interval have to keeping on track with UTMC’s long range, multiple level
construction activities focusing on physical plant improvement, modernization
and expanded capacity?

6. Section C, Need, Item 5

The identification & discussion of the utilization for each hospital in the service
area is noted in attachment C, Need, 5(1). The 136,604 inpatient days for UTMC
differ from the 140,304 days in the Historical Data Chart (same amount in
a plficant’s 2012 JAR). As a result, occupancy appears to be understated. Please
clarify.

Please add a column to the attachment that shows the current number of licensed
beds by TDH for each facility (please use TDH website to verify or applicant’s
toolbox link on the HSDA website). What changes, if any, have occurred to the
licensed beds from what was reported in the 201% JAR and the current status?

Please also complete the table below showing the trend in utilization from 2010-
2012.

Service Area Historical Utilization

21 County

Facility Licensed 2010 Patient | 2011 Patient | 2012 patient | "10-"12 %
Beds Days Days Days Change

PSA

UTMC

UTMCasa %
of All
Hospitals
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7.

Section C., Need, Item 6.

The utilization projections are noted. The applicant notes in the bed complement
table on page 4 that the build out approved in CN0912-056 AE will be completed
in November 2014 which will open up another 32 Med/Surg beds. As a result, it
appears the service’s staffed beds will increase from 390 to §22 beds on or about
December 2014. However, the projected utilization appears to be based on 342
beds in CY2014 and only 402 beds in Year 1. Please clarify. If possible, please also
add projected utilization for CY2015 to further illustrate the increase in the

utilization of the service’s bed complement.

To help summarize the applicant’s historical and projected utilization, please
complete the table below.

Patient Days

Oc

Patient Days

Occupanc
T

Patient Days

Occupancy

Based on the tables provided, there was a 4% increase in Med/Surg patient days
from 2013 to 2014 (without observation days) and a decrease in the ICU’s
occupancy. As such, please summarize the rationale used to determine how
many additional beds by scervice where needed to support the projected
utilization levels of the project.

Also, please discuss the planning timeframe the applicant is using in
implementing the additional 28 bed Med/Surg and 16 bed ICU capacity.

8. Section C, Economic Feasibility, Item 1

The documentation from a licensed architect or construction professional is
noted, including the floor plans of the project provided under separate cover.
However, please include a general description of the project as an addendum or
attachment to the project to reflect the work to be performed discussed in detail
in Section B of the application.

Please also provide a comparison to the construction costs documented by HSDA
for the 2011 to 2013 period for similar hospital projects.
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9. Section C., Economic Feasibility, Item 4

10.

11.

Historical Data Chart - the chart is noted. Comparison of the net revenue amount
for 2013 in the chart to the applicant’s 2013 JAR revealed a difference of
approximately $4 million. Comparison to the net revenue in the Consolidated
Statement in the attachments revealed a difference of approximately 2 million for
the period. Please clarify the reasons for the differences between these sources.

Although gross revenue increase over the period by an average of approximately
12.3% per year, net revenue winds up decreasing based on a $3.6 million increase
in contractual adjustments from 2011 to 2013. Briefly describe the developments
that account for the decline in net revenues as reflected in the chart.

Total Operating expenses in the Historical Data Chart for 2013 appear to be
approximately $15 million lower than what is reflected in the financial
statements for the period. As a result, net operating income after capital
expenditures appears to be overstated. Please explain.

Projected Data Chart -

The charts for both the Med/Surg and ICU services show salaries and wages
based on the staffing discussed on page 44 of the application - approximately 41
Med/Surg full time equivalents and 49 ICU full time equivalents. Please describe
the methodology used to determine the salary and wage amounts identified in
the chart for the first year of the project.

In light of the NOI loss of -$2,263,663 for 2013 shown in the Historical Data Chart
(after capital expenditures), please discuss the Froject’s impact to the financial
performance of the hospital as a whole for the first full year following
completion of the project.

Section C, Economic Feasibility. Item 9

Based on review of gross revenues in the applicant’s 2013 JAR, the Medicare and
TennCare/Medicaid payor mix equates to approximately 55% and 8.5%,
respectively in lieu ()tP the amounts idenﬁfietf Ey the app|>i,cant in the response.
Please clarify the payor mix. If in error, please provide a replacement page with
your response. Note: amounts identified in JAR for hospital: Medicare-$1,182,975,000;
Medicaid/TennCare/Cover TN - $179,972,000 and $2,145,240,680

Section C, Orderly Development, Item 4

Please complete the table below highlighting the growth in the physician medical
staff that may result, in large part, from implementation of this project.

Medical #2013 | current | Year1l
Specialty JAR
Surgery
OB/GYN
Internal
Medicine
Other
Total
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12. Section C, Orderly Development, Item 3

The staffing pattern is noted. The applicant states that it matches that of existing
bed units of equivalent bed count. As such, it appears that total estimated
staffing of the Med /Surg service and the ICU services may total to
approximately 571 FTEs and 294 FTEs, respectively, using the applicant’s
methodology. In terms of cost, both services appear to account for approximately
65% UTMC's total salary and wage cost reflected in the Historical Data Chart for
2013. Is the methodology used by the applicant consistent with these estimates?
Please confirm.

13. Section C., Orderly Development, Item 7.

The Joint Commission accreditation award effective September 2011 is noted.
However, review of the award letter attached to the application and the TDH
licensed facilities link on the HSDA toolkit, revealed that the accreditation will
expire on September 24, 2014 before the application can be heard. Please explain
the status of UTMC's accreditation at present.

Review of the TDH licensed facility report also revealed the last survey by TDH
was on August 20, 2008. If a more recent survey exists, please provide a copy of
the survey (with plan of correction) and a copy of the acceptance letter by tﬁe
Department of Health, as applicable.

In accordance with Tennessee Code Annotated, §68-11-1607(c) (52, "...If an application is
not deemed complete within sixty (60) days after written notification is given to the
applicant by the agency staff that the application is deemed incomplete, the application
shall be deemed void." For this application the sixtieth (60'") day after written
notification is Thursday, November 19, 2014. If this application is not deemed
complete by this date, the application will be deemed void. Agency Rule 0720-10-
.03(4) (d) (2) indicates that "Failure of the applicant to meet this deadline will result in
the application being considered withdrawn and returned to the contact person. Re-
submittal of the application must be accomplished in accordance with Rule 0720-10-.03
and requires an additional filing fee." Please note that supplemental information must
be submitted timely for the application to be deemed complete prior to the beginning
date of the review cycle which the applicant intends to enter, even if that time is less
than the sixty (6(}) days allowed by the statute. The supplemental information must be
submitted with the enclosed affidavit, which shall be executed and notarized; please
attach the notarized affidavit to the supplemental information.

[f all supplemental information is not received and the application officially deemed
complete prior to the beginning of the next review cycle, then consideration of the
application could be delayed into a later review cycle. The review cycle for each
application shall begin on the first day of the month after the application has been
deemed complete by the staff of the Health Services and Development Agency.

Any communication re%arding projects under consideration by the Health Services and
Development Agency shall be in accordance with T.C.A. 5 68-11-1607(d):

(1) No communications are permitted with the members of the agency once the
Letter of Intent initiating the application process is filed with the agency.
Communications between agency members and agency staff shall not be
prohibited. Any communication received by an agency member from a person
unrelated to the applicant or party opposing the application shall be reported
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to the Executive Director and a written summary of such communication shall
be made part of the certificate of need file.

(2) All communications between the contact person or legal counsel for the
applicant and the Executive Director or agency staff after an aEplication is
deemed complete and placed in the review cycle are prohibited unless
submitted in writing or confirmed in writing and made part of the certificate of
need application file. Communications for the ur[:l))oses of clarification of facts
and issues that may arise after an application has been deemed complete and
initiated by the Executive Director or agency staff are not prohibited.

Should you have any questions or require additional information, please contact this
office.

Sincerely,

g
Jetf Geimm

Health Services Development Agency Examiner
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1. Section B. Project Description, Item I (Executive Summary). o
The executive summary is noted. Under the section heading Existing Resources,
please include a brief description of the project’s impact on the other hospitals in

the twenty-one (21) county service area.

The following is an addition to the “Existing Resources” section of the Executive
Summary, on page 8 of the application.

Existing Resources

This project should have no significant negative impact on existing hospitals in the
service area. UTMC is a regional referral hospital for the 21 county service area and
accordingly, routinely receives patient referrals from these hospitals whenever they
determine that the patient in their facility could benefit from a higher level of care or is
in need of a unique medical service only available at UTMC. The UTMC is not
considered a feeder hospital for these other facilities in the region and rarely transfers a
patient to another hospital in the 21 county service area unless requested by the patient
or for one of a few services not available at UTMC (example being psychiatric care
not available at UTMC).

In recent years due to capacity issues, UTMC has been forced to decline or delay
acceptance of requested patient transfers from hospital providers in the 21 county
service area. Unfortunately, when this occurs the outlying facility finds itself in a
situation of providing care to a patient for a medical condition for which it is ill
equipped from a medical expertise or staffing/facility standpoint. In these cases,
UTMC Specialist Physicians often consult with the local medical provider to offer
suggestions and alternatives in care. In many cases the best solution is to seek another
regional referral hospital to accept the patient and provide the needed medical services,
usually at a great distance from the patient’s home and away from friends and family

Given the frequency in which capacity issues are encountered at UTMC and the
negative impact of that on hospital providers in the service area, UTMC believes that
most of the medical providers in the 21 county service area will benefit from the
additional beds at UTMC and the increased capacity to accept those patients requiring
the higher level or unique services offered at the regional referral center.

2. Section B. Project Description, Item ILA.
The square footage and cost per square footage chart is noted. Please revise the
chart by providing amounts at the bottom of the chart in the appropriate

columns and submit a replacement page 12 with your response.

A revised Square Footage and Cost Per Square Foot Chart is attached following this
response.
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Please also complete the table below to identify uses of existing areas that may be
impacted by the project.

Future Total Square
Description of Location of Feet of New
proposed Changes Displaced Construction
(# licensed beds Use of Space | Activities or renovation
Service | Floor | before/after) Currently (as applicable) | Proposed
Addition; larger
space; walled
rooms N/A. New N/A. New 25,190 s.f. (new
NICU |3 (67/67) space space & renovation)
New ICU N/A. New N/A. New 18,112 s.f. (new
ICU 4 (80/96) space space & renovation)
Convert physician
Med- clinic space to
Surg 6 inpatient wing Physician 12,000 s.f.
(422/450) Clinics MOB (renovation)

3. Section B, Project Description, Item I1.B (bed complement changes)

The proposed addition of 44 licensed beds resulting in an increase from 581 to 625
total licensed beds is noted. Review of Schedule F of the applicant’s 2012 JAR
revealed 315 Med/Surg beds of 534 total staffed beds in 2012 increasing to 325
Med/Surg beds of 546 total staffed beds in 2013. There are 390 staffed Med/Surg beds
shown on the Bed Complement table on page 4. Please briefly describe the changes in
staffed Med/Surg beds leading to the significant increase in staffed beds from 2013 to
present (65 additional set up and staffed beds).

The change in bed complement as described above is due solely to the formatting of the
JAR data request for Schedule F and the format of the HSDA Bed Complement Data form.
The JAR Schedule F has a separate line breakout for reporting OB/GYN and Orthopedic
staffed bed numbers. This was reported by UTMC in the 2013 JAR as 30 staffed beds in
each category, a total of 60 staffed beds. When completing the HSDA application, there is
no separate breakout for either OB/GYN or Orthopedic staffed beds, so the 60 staffed beds
in these units were combined in the reported Medical/Surgical category. In addition, we
have brought 5 additional beds back on-line in space that had been previously vacated.
This explains the variance between the JAR reported data of 325 medical/surgical beds
and the 390 beds as shown on the bed complement data form.

4. Section B. Project Description, Item B. — Changes to Bed Complement

The bed complement data chart reflects 581 licensed and 549 total staffed beds.
What percentages of beds are private and semi-private — before and after the
project?
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Please see the table below.

SUPPLEMENTAL- 1

Current Current

Licensed Beds Licensed Beds
Clinical Area Private Semi-Private Total
Medical - Surgical 422 422%
Obstetrical 12 12
ICCU/CCU 80 80
Neonatal 23 44% 67
Total 537 44 581
% of Total 92.4% 7.6%

Proposed Proposed

Licensed Beds Licensed Beds
Clinical Area Private Semi-Private Total
Medical-Surgical 450 450
Obstetrical 12 12
ICCU/CCU 96 96
Neonatal 49 18** 67
Total 607 18 625
% of Total 97% 3%

* 18 of these beds are in 9 neonatal “twin rooms” intended for use by neonatal twins. The
other 26 are neonatal beds in the open floor unit.

** The 18 neonatal twin rooms will be retained.

Please also include a description of how this project relates to Phase 1 of renovation
to the NICU completed in 2007 (see pages 10 and 26).

This application includes Phase II of the NICU expansion project. Phase I was
completed in 2007. Prior to that expansion and renovation, all but 18 of the 67 licensed
NICU beds were in an open floor model (no dividing walls between the beds). Phase [
was internal renovation and expansion only, and put 23 of the beds formerly on the “open
floor” unit into separately walled private rooms. That project did not require a CON
because no new beds were added, and the total cost was below $5 million.

Phase II will put the remaining 26 open floor NICU beds in separately walled rooms.
(There will still be at total of 18 NICU beds in 9 “twin rooms” that are used for twin
births). There will be no more open floor room beds. Since building codes have changed
since the last NICU renovation to require more square footage per bed, it is necessary to
build an addition out the side of the current building on the 3™ floor of the North Pavilion

September 29, 2014

11:46am
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to extend out over the roof of the 2™ floor. This will complete the renovation/expansion
of the NICU. No new NICU beds are being requested.

5. Section C, Need. Item 1 (Project Specific Criteria)

Acute Care Bed Need, Item 1:

The applicant’s acknowledgement of the 1,250 acute care bed surplus in the PSA is
noted. Review of the results revealed no estimate as to a surplus or shortage for
Fentress County, and a service area population that is approximately 100,000
residents higher using updated TDH population statistics. Do any of these factors
significantly affect the surplus for CY2014 in the PSA?

The applicant does not know the reason Fentress County is not included in the Acute Bed
Need calculations. Whether that omission and/or the population discrepancy referenced
has any significant impact on the area wide bed surplus would be speculation. Even if it
were to increase or decrease the bed surplus, that has no bearing on UTMC’s need for
additional capacity.

There is one hospital in Fentress County, Jamestown Regional Medical Center, which has
85 licensed beds. According to the DOH, it had a licensed average occupancy of 17.5%
in 2012, so obviously there are beds available at that facility. But Jamestown Regional is
located approximately 104 miles and 1 hour, 45 minutes’ drive time from UTMC. It is
unlikely there would be any transfers from UTMC to that facility. The calculated bed
surplus in the service area has no impact on the need for additional beds at UTMC.

The number of staffed Med/Surg beds shown by unit in the attachment (C, Need,
Item 1 -Chart 2) totals to 332 beds compared to 325 staffed beds in the 2013 JAR. As
a result, is the occupancy slightly understated in the table? Please clarify.

The number of staffed beds reflected on the JAR is a snapshot as of the end of the
reporting period. Throughout any given year, the number of staffed beds may fluctuate
as some beds have to be closed temporarily due to minor renovations and relocations of
beds within the facility, and as bed designations are changed to meet the most pressing
needs. The number of staffed med-surg beds and the resulting occupancies reflected on
the referenced chart are correct.

Please briefly describe the acuity levels in the table showing historical/projected ED
visits on page 20.

UTMC categorizes patient acuity in a five tier system from the Emergency Severity
Index. This system is based on the latest medical evidence. Acuity level 1 are patients
that present that need immediate medical intervention, examples include: cardiac arrest,
respiratory arrest, or unstable trauma or stroke patient. Level 2 acuity are patients that
need urgent medical intervention, within 30 minutes of arrival examples include: a
patient that is hypertensive with symptoms, chest pain, unstable vital signs, severe
abdominal patient with intractable vomiting. Level 3 patients need medical intervention
within an hour, examples include: kidney stone, abdominal pain, stable vaginal bleeding,
stable fracture. Level 4 patients are patients that could be treated in other environments
such as an urgent care or primary care physician. Level 5 patients are those that need
medication refill or medical screening exam. Attached following this response is the
algorithm utilized in determining patient acuity.
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UTMC’S role as an academic medical center is noted. What was the growth in the
physician residents from 2012 to present as related to the increase in patient
caseloads at the hospital during the period?

In the 2012-2013 academic year, there were 200 medical and dental residents at the
University of Tennessee Medical Center. In 2013-2014 that number increased to 210 and
for the 2014-2015 academic year, the total number of medical and dental residents will
increase again to 215. These additional residents have been primarily in medicine,
surgery, and oral maxillofacial surgery and would correspond with the increased demand
in acute care, critical care, and trauma.

The description of the applicant’s use of the Poisson Probability bed need formula
as a way to predict UTMC patient caseloads is noted. What sources from medical
literature are available for additional insight into the model? What is the applicant’s
experience in using the model in terms of the accuracy/reliability of its projections
in prior projects?

Due to its statistical foundation, the Poisson Probability bed need formula is cited more
often in industrial engineering and operations research literature than in medical
literature. It is a much more sophisticated methodology than simply dividing projected
average daily census (ADC) by a target occupancy rate (e.g., 70% or 80%). This
occupancy approach depends upon a hospital-wide midnight census which does not
account for daily admissions and discharges, nor does it allow for any variability in the
size of the census. For example, a 500 bed hospital operating at 70% occupancy will
have an average of 150 empty beds throughout the year (500 x 30% = 150). These 150
empty beds are equivalent to the size of an entire community hospital, and the facility
will not operate efficiently.

At the other extreme are very complicated regression models and simulation models
which require weekly or daily census data by individual nursing unit. These models can
account for real time patient fluctuations and can be used to project staffing levels for the
following week at the nursing unit level. However, the detailed inputs do not make them
practical for health planning purposes, especially across a region or entire state.

As compared to regression and simulation models, the Poisson model requires only
admissions and length of stay data to estimate optimal bed requirements. In fact, as
presented in the original CON application, it can be simplified even further and
calculated on ADC alone. (Annual Admissions x Average Length of Stay = Patient
Days; Patient Days + 365 = ADC).

Although UTMC has not used the Poisson model before, several state CON agencies,
including Tennessee, use some variation of Poisson. A web search found a split in the
use of the Poisson and occupancy approaches among ten states in their state health plans
and/or bed need regulations. Five states use Poisson probabilities exclusively or in
combination with targeted occupancies — Tennessee, Oregon, Mississippi, New
Hampshire and Virginia. Five other states use targeted occupancies only — Alaska,
Georgia, Maryland, New York and North Carolina. Compared to bed need projection
methodologies used by the other states which use Poisson at 99% probability, UTMC’s
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projections using the Poisson probability method at 90% probability not only conform to
reasonable health planning guidelines but also appear conservative.

Acute Care Bed Need, Item 2.c:

The request for special consideration is noted. What illustrations or visuals
discussed in any other sections does the applicant wish to cite as references such that
specific metrics can be appreciated in this regard?

In accordance with section 2(c) of the Acute Care Bed Need Services standards, “special
consideration” should be afforded this application for the following reasons:

UTMC is a Specialty Health Service:

UTMC provides sub-specialty level services that are not provided by any other hospital
in the 21 county service area. Its specialty services include:

. Area’s only Academic Medical Center
. Area’s only Level I Trauma Center
o Renal Transplant Center

o Regional Perinatal Center (Level II and III NICU)

o Pediatric Heart Program
o Hemophilia Center
o Adult Cystic Fibrosis Center

o LIFESTAR Aeromedical Program

The provision of these specialized services result in UTMC having a significantly higher
Medicare Case Mix Index than the national average. Case Mix Index is a relative
measure of patient acuity. As of August 31, 2014, UTMC has a Medicare Case Mix
Index of 2.00. The national average Medicaid Case Mix Index is 1.52 based on 2013
data. Having such a high CMI value reflects the clinical complexity and resources
needed for the patients cared for by UTMC, and further demonstrates the ability of
UTMC to provide the highest level of care possible to the most critically ill and injured
patients.

UTMC is a Tertiary Care Regional Referral Hospital

Significant numbers of referrals and admissions are received from the defined 21 county
service area, and beyond. The following county of residence information is reported in
the 2013 JAR:

Total UTMC Discharges: 24,958
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Area: No. of Discharges: :% of Total:
Knox Co. 9,316 37.3%
Contiguous counties (8) 8,352 33.5%
Non-contiguous service area counties (12) 5,396 21.6%
Outside service arca 1,894 7.6%
Total: 24,958 100%

The admissions (discharges) pattern confirms UTMC’s role as a tertiary regional referral
hospital. Almost one-third (29.2%) of UTMC’s patients reside outside of the home
county and all contiguous counties. Another not-insignificant number of patients come
from even beyond the 21 county service area.

Construction, Renovation, Item 3.a

The items impacting demand for the proposed project are noted. Please include a
brief recap of the increases in bed occupancy, lack of available beds to accept
referrals, etc., as it pertains to this question.

NICU Expansion: Of the 67 licensed NICU beds, 26 of those are currently housed on an
open floor which has no dividing walls between the beds. There is also no external
natural lighting available on this unit. While the highest level of care is obviously still
provided on this unit, the private rooms, larger per bed space, and external lighting are all
significant improvements in comfort and privacy for the infants and their families. There
is no space available within the walls to provide these improvements, so the proposed
addition is necessary.

This is the second phase of renovation to the NICU. The first phase was completed in
February, 2007 and consisted of essentially the same changes — converting a multi-
basinet, open floor unit to separately walled, mostly single rooms. This proposed second
phase will complete the renovation and modernization of the 67 bed NICU. No beds are
being added to the NICU, so no discussion of bed need or utilization is necessary.

ICU Expansion/Addition: UTMC currently has 80 ICU/CCU beds (75 adult and 5
pediatric). Occupancy on the ICU beds runs extremely high, and additional capacity is
needed. UTMC intends to allocate 16 of the requested 44 additional acute care beds to
ICU use. There is no physical space within the walls to house the beds, so the addition is
necessary. The proposed addition of the NICU will extend out over what is now the roof
of the 2™ floor, and the proposed ICU addition will be constructed on top of the NICU
addition.

Considerations justifying the need for additional ICU beds, which are further discussed in
more detailed throughout the application, include the following:
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° In 2013, UTMC declined to accept for transfer 144 patients requiring adult
intensive care treatment. In 2014, that number increased to 229 patients from January -
August. If this continues that number could reach 344 by the end of the year.

o Of the patients declined transfer to UTMC, 16.2% of the patients this year were
patients suffering a neurological injury/illness, and 40.6% suffered from an acute medical
illness that exceeded the ability of the hospital currently providing care, necessitating
transfer to a facility with more resources in terms of equipment, training and specialized
care providers.

o As of August 31, 2014, UTMC has a Medicare Case Mix Index of 2.00. The
national average Medicaid Case Mix Index is 1.52 based on 2013 data. Having such a

high CMI value reflects the clinical complexity and resources needed for the patients
cared for by UTMC, and further demonstrates the need for additional ICU beds.

o Due to capacity constraints and a record volume of requests for transfers to
UTMC ICUs from the region, the hospital has been on critical (intensive) care hold 114
of the 243 days elapsed January through August in 2014. The result is an increase in the
average number of days being on critical (intensive) care unit hold of 9 per month in
2013 to 14 per month in 2014. Thus in 2014 ICU patients were declined for transfer to
UTMC’s ICU roughly 47% of the time.

o Requests for ICU patient transfers tend to come in clusters particularly when
UTMC is on critical (intensive) care hold. As many as 8 patients in one 24 hour period
have been refused for transfer to UTMC due to all intensive care units being full to
capacity. UTMC aims to maintain a goal occupancy rate of 70% - 80% to maintain
maximal efficiency and effectiveness.

o August year-to-date 2014, there are multiple examples of between 10-14 patients
requiring intensive care being unable to transfer to UTMC’s ICU within a 3 consecutive
day period. With an average ICU ALOS of 3.59 days, a 16 bed ICU would have an
occupancy rate from 63% to 88%, while all other current ICUs would be running at 100%
occupancy (on days the hospital is on critical (intensive) care unit hold).

The need for additional critical care beds at UTMC is also clearly evidenced by the
historical utilization and occupancy of the existing critical care beds:

o As reflected on Attachment C, I, Need, 1, Chart 4 the adult critical care units
occupancy rate averaged 78.3%, and exceeded 70% every month except for one. There is
very little fluctuation in the occupancy — the beds are consistently highly utilized. And it
is important to note that critical care beds, because they are distributed among smaller
nursing units due to higher patient acuity, cannot be run at the 80% target threshold for
all hospital bed types.
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. As reflected on Attachment C, I, Need, 1, Chart 5 in 2013 all adult critical care
units at UTMC averaged 95% or greater occupancy on 78 days during the year, and 90%
or greater occupancy on 115 days during the year.

. As reflected on Attachment C, I, Need, 1, Chart 6 in 2013 the daily occupancy on
all adult critical care units at UTMC exceeded 80% 183 days during the year, exceeded
85% on 104 days, exceeded 90% on 41 days, ,and exceeded 95% on 9 days.

o E.D. Hold hours increased from 92 average hold hours a day in 2009 to 235
average hold hours a day in 2014.

These occupancies are clearly unacceptable for critical care beds. By increasing adult
intensive care bed capacity UTMC will be better able to serve the needs of the residents
and visitors in the region.

Renovation/Conversion of 6" Floor South to Inpatient Rooms: UTMC proposes to
allocate 28 of the requested 44 additional acute care beds to general medical/surgical use.
These 28 new med/surg beds will be located on the 6™ floor of the East Pavilion. This
space is currently being used for non-inpatient care purposes. These existing uses will be
relocated to existing space in a medical office building on the campus. The space will be
renovated into 28 private inpatient rooms. This is a more cost effective approach than
new construction, although specific cost estimates for new construction of roughly
12,000 square feet of new construction were not obtained.

The University of Tennessee Medical Center, the region’s only academic medical center,
serves as the regional referral center and sole Level I trauma center for a 21 county
service area. The current number of medical-surgical beds is not adequate to provide
care for all patients who are referred for acute care. Considerations justifying the need
for additional Med-Surg beds, which are further discussed in more detailed throughout
the application, include the following:

o As reflected on Attachment C, I, Need, 1, Chart 1 in 2013 the adult medical
surgical occupancy rate averaged 89.1%, and exceeded 85% every month. There is very
little fluctuation in the occupancy — the beds are consistently highly utilized.

. As reflected on Attachment C, I, Need, 1, Chart 2 in 2013 the 11 adult med-surg
units at UTMC averaged 95% or greater occupancy 165 days during the year, and 90% or
greater occupancy 232 days during the year.

o As reflected on Attachment C, I, Need, 1, Chart 3 in 2013 the adult med-surg
units experienced a daily occupancy of 95% or greater occupancy 81 days during the
year, and 80% or greater occupancy 325 days during the year.

Below are several additional contributing factors that necessitate additional medical-
surgical, acute care beds to accommodate the current needs of the region:
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o The number of referrals not accepted YTD July 2014 is 384. Of those, 229 were
critical care patients, leaving 155 patients who needed an general medical surgical bed.
If this trend continues there will be over 650 patients in 2014 who need the services of
UTMC, but could not be served due to unavailability of beds.

o Emergency Room visits have increased from 64,500 in 2009 to over 85,000 in
2013. Over 40% of all patients who are treated in the emergency room require use of an
acute care bed during the patient’s stay. The lack of available beds leads to internal
queuing and inefficiencies. E.D. Hold hours increased from 92 average hold hours a day
in 2009 to 235 average hold hours a day in 2013.

These occupancies are clearly unacceptable for med-surg beds. By increasing adult med-
surg bed capacity UTMC will be better able to serve the needs of the residents and
visitors in the region.

The applicant states that the previous Phase 1 of renovation to the NICU was
completed in 2007 and this proposal is Phase 2 for new construction of an addition
to the NICU. The CON reference does not appear to be included with UTMC’s list
in the discussion provided on page 27 and 28 of the application. Please clarify.

Phase I was internal renovation and expansion only, and put 23 of the open floor unit
beds into separately walled private rooms. That project did not require a CON because
no new beds were added, and the total cost was below $5 million.

If the proposal is approved, it appears that there may be approximately 10 years
between completion of Phase 1 and Phase 2. What impact, if any, does the interval
have to keeping on track with UTMC’s long range, multiple level construction
activities focusing on physical plant improvement, modernization and expanded
capacity?

Phase I of the renovation of NICU was completed in 2007 and was funded with a
combination of hospital funds, private gift donations, and a substantial federal grant.
Phase I of the renovation project did not meet the criteria or expenditure thresholds to
require a CON. During the intervening years, the codes and requirements for certified
and accredited neonatal intensive units changed significantly and required a major
redesign of the size and scope of Phase II and the project now requires a CON. Also in
the intervening years and because of the change in the size and scope of the project,
additional internal funding was required and a major private gift campaign was
successfully completed. At the conclusion of Phase II, the NICU will have been
completely renovated and will meet all of the current codes and requirements for
certification and accreditation.

6. Section C, Need, Item 5

The identification & discussion of the utilization for each hospital in the service area
is noted in attachment C, Need, 5(1). The 136,604 inpatient days for UTMC differ
from the 140,304 days in the Historical Data Chart (same amount in applicant’s
2012 JAR). As a result, occupancy appears to be understated. Please clarify.
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UTMC reported 140,304 Patient Days in Schedule G, Item 2 (Utilization by Major
Diagnostic Categories) on its 2012 JAR. That is the same number reflected on the
Historical Data Chart for 2012. The 136,304 that was taken from the DOH compilation
is apparently taken from Schedule G, Item 5 (Patient Origin) which is reported in
Discharge Days, rather than Patient Days.

Using the number of days reported on Schedule G, Item 2 of the JAR, the overall average
licensed occupancy (not including observation days) for 2012 is 66.7%, as compared to
the 64.4% reflected on the DOH data chart.

Please add a column to the attachment that shows the current number of licensed
beds by TDH for each facility (please use TDH website to verify or applicant’s
toolbox link on the HSDA website). What changes, if any, have occurred to the
licensed beds from what was reported in the 2012 JAR and the current status?

A revised table is attached following this response, which reflects the number of reported
licensed beds for 2014 according to the Department of Health, Division of Health Care
Facilities website. Those totals indicate an increase of 483 licensed beds from 2012-
2014. The facilities showing a change in bed complement are reflected in bold type in
the table. The applicant questions the accuracy of the resulting bed increase, and believes
it to be a reporting or posting error. Pioneer Community Hospital in Scott County did put
25 previously inactive beds back into service in 2014 as Critical Access Hospital beds,
but the applicant is not aware of any other actual net increases in beds in the service area.
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Please also complete the table below showing the trend in utilization from 2010-

2012,
Service Area Historical Utilization
Facility Licensed 2010 2011 2012 10-12 %
Beds (2012) | Patient Patient patient Change
Days Days Days
21 County
PSA 4,177 829,367 821,813 760,679 -8.3%
UTMC 581 137,257 137,141 140,304 +2.2%
UTMC as a
% of All
Hospitals 14% 16.5% 16.7% 18.4% +1.9%

Area-wide, inpatient days decreased by 8.3% from 2010-2014. During this same period
of time, UTMC’s inpatient days increased by 2.2%. During this same time, UTMC’s
inpatient days as a percentage of total area-wide inpatient days, grew each year for a total
increase of 1.9%. And this growth does not take into account observation days, which
have grown significantly at UTMC.

7. Section C., Need, Item 6.

The utilization projections are noted. The applicant notes in the bed complement
table on page 4 that the build out approved in CN0912-056AE will be completed in
November 2014 which will open up another 32 Med/Surg beds. As a result, it
appears the service’s staffed beds will increase from 390 to 422 beds on or about
December 2014. However, the projected utilization appears to be based on 342 beds
in CY2014 and only 402 beds in Year 1. Please clarify. If possible, please also add
projected utilization for CY2015 to further illustrate the increase in the utilization
of the service’s bed complement.

The projected utilization is for staffed med-surg beds only, not total hospital staffed beds.
So the current staffed med-surg bed total of 342 will increase by 60 beds to 402 in Year 1
(28 requested new beds + 32 beds to be opened in the Heart Hospital in November,
2014).

The column for 2015 projected utilization has been added to the table below.

To help summarize the applicant’s historical and projected utilization, please
complete the table below.

Service 2011 2012 2013 2014 . Year 1 Year 2

.I atlent
Days 89,201 98,740 103,976 | 116,220 122,270 127,564 | 128,840
Occupancy 78.3% 82.7% 89.3% 93.1% 89.6% 86.9% | 87.8%8
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Days 22,680 21,687 21,563 22,346 22,793 27,241 27,606
Occupanc 81.8% 79.2% 78.8% 81.6% 83.3% 82% 83.1%
Patient 180.837

Days 155,583 | 156,827 | 162,214 | 176,342 ! 190,641 | 192,548
Occupancy 73.4% 74% 76.5% 83.2% 85.3% 83.6% 84.4%

Based on the tables provided, there was a 4% increase in Med/Surg patient days
from 2013 to 2014 (without observation days) and a decrease in the ICU’s
occupancy. As such, please summarize the rationale used to determine how many
additional beds by service where needed to support the projected utilization levels of
the project.

Med-surg beds: In evaluating the need for additional med-surg beds at UTMC, it is
imperative to consider observations days. In many cases, it is not known whether an
observation patient will in fact become an inpatient admission until 24-48 hours after the
patient is put in a bed. Furthermore, whether the patient is eventually determined to be
inpatient or observation patient, that patient occupies a bed. In that sense, and in
determining bed utilization, occupancy, and utilization, there is no difference between
and inpatient and observation patient. The only difference is the reimbursement.

Accordingly, the more accurate measurement of growth in utilization is total patient days
including observation days. As reflected on the table on page 30 of the application, total
med-surg patient days grew 17.7% between 2012-2014, and 11.8% between 2013-2014.
Even excluding observation days, patient days grew by 10.1% between 2012-2014.

Furthermore, there is no reason to believe the increase in utilization will drop off in the
future. Emergency Room visits have increased from 64,500 in 2009 to over 85,000 in
2013. Over 40% of all patients who are treated in the emergency room require use of an
acute care bed during the patient’s stay.

Another factor contributing to the need for addition beds relates to UTMC’s position as
the only academic medical center in the region. UTMC has a total of 210 Residents and
Fellows (physicians in advanced training sceing patients every day and fulfilling its
commitment as a teaching hospital and training the next generation of physicians). 27 of
these Residents/Fellows are supported through funding directly from UTMC.

In order to maintain accreditation for these training programs certain patient volumes and
encounters are required. As medical schools are encouraged to increase enrollments to
meet the projected physician shortages, additional resident/fellow positions will be
required at teaching hospitals/academic medical centers. This will also contribute to the
need for additional beds in the future. The need for additional teaching beds, whether
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they be medical surgical or critical care, cannot be quantified, but it is another
consideration in the rationale that additional beds are needed.

ICU beds: As reflected in the table on page 31 of the application, there was 3.6%
increase in ICU patient days between 2013-2014. There was a 3% increase in ICU
patient days between 2012-2014. There was a 0.5% decline in ICU patient days between
2012-2013.

While a 3.6% increase over two years may seem modest in the abstract, the fact is the
starting point of the occupancy increase -- 79% -- is reaching the upper limits of
maximum efficiency and effectiveness for critical care beds. Critical care beds, because
they are distributed among smaller nursing units due to higher patient acuity, cannot be
run at the 80% target threshold for all hospital bed types.

UTMC’s status as a teaching hospital, a Level I Trauma Center, and a Certified
Comprehensive Stroke Center will continue to contribute to the need for the additional
ICU beds and will assure continued growth in ICU admissions and patient days. As
reflected in the second table on page 31 of the application, the additional beds are
likewise projected to maintain occupancy in the 80% range in the first years of operation.

Also, please discuss the planning timeframe the applicant is using in implementing
the additional 28 bed Med/Surg and 16 bed ICU capacity.

UTMC anticipates the construction completion and opening of the 28 bed Med/Surg unit
in the First Quarter of 2016. The 16 Bed ICU capacity is forecasted to be completed and
opened the Third Quarter of 2017.

8. Section C, Economic Feasibility, Item 1

The documentation from a licensed architect or construction professional is noted,
including the floor plans of the project provided under separate cover. However,
please include a general description of the project as an addendum or attachment to
the project to reflect the work to be performed discussed in detail in Section B of the
application.

Another letter from the project architect is attached following this response.
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olifles BARBERMcMURRY

architects since 1915

September 24, 2014

Mr. Scott Castleberry

Director Facilities Planning and Construction Services
University Health System, Inc.

1924 Alcoa Highway

Knoxville, TN 37920

RE: UHS NICU Phase |l
Knoxville, Tennessee
BMa Project No. 132000

Dear Mr. Castleberry:

By letter dated September 10 we verified the estimated construction-related costs of this
project are reasonable, and listed the applicable building codes. In response to the question
from the Project Examiner with the Health Services and Development Agency, this will confirm
our understanding of the general scope of the project as follows:

1. Expansion of the Neonatal Intensive Care Unit (NICU). The NICU is located on the 3™ floor
of the North Pavilion. It has 67 beds/basinets. The NICU currently consists of 26,851 square feet
of space. Of this total, 15,432 square feet, an “open floor” unit (no dividing walls between
bassinets) with 33 beds, will be renovated to provide support areas for the new private patient
rooms. The NICU will also be expanded through a new construction addition to adjoin the
current unit on the north side. This will be accomplished by building new space on what is now
the roof of the 2" floor. The new construction will consist of 9,758 square feet of separately
walled, single occupancy rooms. The additional space is required in order for the entire NICU
to comply with new code requirements, and to provide infants and families with adequate and
comfortable space.

2. A new Intensive Care Unit (ICU) will be located on the 4 floor of the North Pavilion. This
new construction addition will adjoin the current building, and will be located above the new
space constructed for the NICU on the 3 floor. It will consist of 16,850 square feet of new
space. In addition, minor renovation will be required to the elevator lobby (mainly for purpose
of adjoining the existing building to the newly constructed addition) which will consist of 1,262
square feet. This addition will house the 16 requested additional beds for the ICU.

3. Renovation of the 6™ floor of the South Tower. This space consists of 12,000 square feet and
is currently not used for inpatient care; it houses outpatient physician clinical offices. This
space will be renovated and converted to general acute care bed space. The offices currently
occupying the space will be relocated to a medical office building on the UTMC campus. This
space will house 28 of the additional beds requested. All rooms will be single occupancy.

505 Market St Suite 300 . Knoxville TN 37902 . p 865.934.1915 . f 865.546.0242 , bma1915.com
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Please let us know if you require additional information.
Sincerely,
BarberMcMurry architects LLC

Charles V. Griffin, AlA
President

Cc: Laura Johnston, File

H:\2013\ 132000 UT NICU Phase 2\01_Administrative\02_Owner\NASHVILLE-#1077179-v1-Draft_Letter_from_Architect_for_Supplemental_Q8.docx

505 Market St Suite 300 . Knoxville TN 37902 . p 865.934.1915 . f 865.546.0242 . bma1915.com
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Please also provide a comparison to the construction costs documented by HSDA for
the 2011 to 2013 period for similar hospital projects.

The HSDA approved costs for hospital renovation and construction reflected on pages 34
and 35 of the application are actually for the period 2011-2013. The reference to 2011-
2012 was a typographical error.

Replacement pages for pages 34 and 35 are attached following this response.
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a. Please check the applicable item(s) below and briefly summarize how the
project will be financed. (Documentation for the type of funding MUST be
inserted at the end of the application, in the correct alpha/numeric order and
identified as Attachment C, Economic Feasibility-2.)

A. Commercial loan--Letter from lending institution or guarantor stating favorable initial
contact, proposed loan amount, expected interest rates, anticipated term of the loan,
and any restrictions or conditions;

B. Tax-exempt bonds--Copy of preliminary resolution or a letter from the issuing
authority stating favorable initial contact and a conditional agreement from an
underwriter or investment banker to proceed with the issuance;

C. General obligation bonds—Copy of resolution from issuing authority or minutes from
the appropriate meeting,

D. Grants--Notification of intent form for grant application or notice of grant award; or
X E. Cash Reserves--Appropriate documentation from Chief Financial Officer.

A letter from the Chief Financial Officer for UTMC is attached as Attachment C, II,
Economic Feasibility, 2.

F. Other—Identify and document funding from all other sources.

3. Discuss and document the reasonableness of the proposed project costs. If
applicable, compare the cost per square foot of construction to similar projects
recently approved by the Health Services and Development Agency.

The total estimated project cost is $26,292,001. The largest single item is the
construction cost of $16,031,504, and a related contingency of $2,404,726. The
reasonableness of this cost is verified by the project architect in Attachment C, II,
Economic Feasibility, 1.

As reflected on the Square Footage and Cost Per Square Footage Chart, the cost for
renovation range from $200 per square foot to $299 per square foot. The new
construction costs range from $336 per square foot to $346 per square foot.

The renovation cost p.s.f. is slightly above the 3" Quartile of approved CON hospital
costs for applications approved 2011-2013, which is $249 p.s.f. The new

R-34
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applications approved 2011-2013, which is $324 p.s.f. Part of the reason the UTMC estimated
cost is higher is due to inflation, and part of it is due to the fact this construction job has
challenges as far as extending out over a current roof area. This is generally more expensive that
building on open ground.

The next largest cost is movable equipment at a cost of $4,359,965. No major medical
equipment is involved. The only single piece of equipment is an Omnicell, which is a
medication dispensing unit, which is state of the art and will be tied into patients’ Electronic
Health Records. All equipment purchases were negotiated at arms-length among experienced
healthcare purchasers and vendors and are reasonable.

The Architectural and Engineering fees were likewise negotiated at arms-length and the
professionals providing these services are experienced and well known to the management team
at UTMC. These fees are reasonable.

3. Complete Historical and Projected Data Charts on the following two pages--Do not
modify the Charts provided or submit Chart substitutions! Historical Data Chart
represents revenue and expense information for the last three (3) years for which
complete data is available for the institution. Projected Data Chart requests
information for the two (2) years following the completion of this proposal. Projected
Data Chart should reflect revenue and expense projections for the Proposal Only (i.e., if
the application is for additional beds, include anticipated revenue from the proposed
beds only, not from all beds in the facility).

Attached on the pages following this response are the following:
A Historical Data Chart for UTMC.
A Projected Data Chart for the requested medical surgical beds.

A Projected Data Chart for the requested ICU beds.

R-35
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9. Section C., Economic Feasibility, Item 4

Historical Data Chart - the chart is noted. Comparison of the net revenue amount for
2013 in the chart to the applicant’s 2013 JAR revealed a difference of approximately
$4 million. Comparison to the net revenue in the Consolidated Statement in the
attachments revealed a difference of approximately 2 million for the period. Please
clarify the reasons for the differences between these sources.

Generally speaking, the differences are due to how certain revenues are categorized on
the different reports. An explanation is reflected below.

Historical Data Chart vs. JAR:

Per Historical Chart — “Net Operating Revenue” = $628,587,587
Per JAR — “Total Revenue” = $632,479,878
The difference is $3,892,291. This amount is the non-operating revenue.

In the JAR the non-operating revenue is included in “Total Revenue.”

On the Historical Data Chart the non-operating revenue is included in “Total Other
Revenue — Net.”

Historical Data Chart vs. Consolidated Statement:

Comparison to net revenue in the Consolidated Statement in the attachments revealed a
difference of approximately $2 million for the period.

Consolidated Total Revenue 631,443,788
Less: UHSYV Total Revenue (1,456,348)
Less: RTS Total Revenue (1,399,853)
Equals: Medical Center Total Revenue 628,587,587
Per Historical Chart - Net Operating Revenue 628,587,587
Difference: -

Please refer to page 32 of the Consolidated Financial Statements and Schedules. Page
32 is the consolidating schedule and shows the Medical Center Total Revenue in column
1 and the consolidated Total Revenue for all companies in Column 5. Column § ties to
the Consolidated Statement of Operations on page 4 of the audited financials.

Although gross revenue increase over the period by an average of approximately
12.3% per year, net revenue winds up decreasing based on a $3.6 million increase in
contractual adjustments from 2011 to 2013. Briefly describe the developments that
account for the decline in net revenues as reflected in the chart.
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Net Operating Revenue increased from 2011 to 2013.
Net Operating Income decreased from 2011 to 2013.

The decline in NOI is due to several factors. One is the increase in contractual
adjustments, as noted. Another is a decrease in Other Revenue, the categories of which
are itemized on the HDC. Another is an increase in Total Operating Expenses, as
reflected on the HDC.

Total Operating expenses in the Historical Data Chart for 2013 appear to be
approximately $15 million lower than what is reflected in the financial statements
for the period. As a result, net operating income after capital expenditures appears
to be overstated. Please explain.

Historical Data Chart - Total Operating Expenses 611,474,700
Historical Data Chart - Capital Expenditure - Interest 12,270,742
Total Expense 623,745,442

Consolidated Financials - Page 32,Column 1 Medical Center
Total Operating Expenses 623,745,442

Please refer to page 32 of the Consolidated Financial Statements and Schedules. Page 32
is the consolidating schedule and shows the Medical Center Total Operating Expense in
column 1 and the consolidated Total Operating Expenses for all companies in Column 3.
Column 5 ties to the Consolidated Statement of Operations on page 4 of the audited
financials.

Projected Data Chart —

The charts for both the Med/Surg and ICU services show salaries and wages based
on the staffing discussed on page 44 of the application - approximately 41 Med/Surg
full time equivalents and 49 ICU full time equivalents. Please describe the
methodology used to determine the salary and wage amounts identified in the chart
for the first year of the project.

The salary and wage amounts on the projected data charts were extrapolated from current
actual direct (patient care) and indirect (support services) expenses per patient day for
similar nursing units. An existing med/surg unit, with patients of comparable acuities,
was used for the new med/surg projection, and an existing critical care unit was used to
model the expenses for the new critical care unit.

In light of the NOI loss of -$2,263,663 for 2013 shown in the Historical Data Chart
(after capital expenditures), please discuss the project’s impact to the financial
performance of the hospital as a whole for the first full year following completion of
the project.
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UHS is experiencing an increasing number of days where we cannot accept all the
patients who choose to come to the Medical Center. This project helps us to address
these capacity constraints.

From an accounting/financial performance perspective, UHS should experience improved
results. These additional patients should be treated at a lower cost basis. While the direct
costs of staffing the units with caregivers will be similar, the indirect cost will be lower
on this incremental volume. For example, additional revenue cycle staff will not need to
be hired for this additional volume. Lower indirect costs will improve the financial
performance of the Medical Center.

10. Section C, Economic Feasibility. Item 9

Based on review of gross revenues in the applicant’s 2013 JAR, the Medicare and
TennCare/Medicaid payor mix equates to approximately 55% and 8.5%,
respectively in lieu of the amounts identified by the applicant in the response. Please
clarify the payor mix. If in error, please provide a replacement page with your
response. Note: amounts identified in JAR for hospital: Medicare-$1,182,975,000;
Medicaid/TennCare/Cover TN - $179,972,000 and $2,145,240,680

The projected payor mix numbers in the application are believed to be accurate, and
match very closely the historical experience as reflected in the 2013 JAR. The sources of
the perceived discrepancy are the following:

1. The amount of Medicare gross revenue stated in the question ($549,973,563) double-
counts the Medicare Managed Care revenues set forth in the JAR. The amount in Line
l.a.1 is incorporated into the amounts in Line 1.a. So, $198,141,346 was duplicated in
the reviewer’s number, thus increasing the Medicare mix.

2. The amount of Medicaid/TennCare/Cover TN stated in the question ($179,972,000) is
not the correct amount, and the source of that number is not known to the applicant. The
correct amount is $344,919,545. This caused the perceived TennCare mix to be lower
than it actually was.

When the correct numbers are used, the 2013 Medicare mix was 46%, which is the
projected Medicare mix stated in the application.

When the correct numbers are used, the 2013 TennCare mix was 16%. The applicant
discounted the projected TennCare mix for this project down to 13%, due to the fact
some relatively high TennCare admissions such as O.B. are not included in this project.

A table showing the calculations used is attached following this response.
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Total per Supp Questions Correct Amounts
Medicare Charges per JAR
1.a) Medicare I/P - Total {includes managed care 549,973,563 549,973,563
1.a) 1) Medicare Managed Care - 1/S 198,141,346 duplicated
1.b) Medicare 0/P Total 434,859,915 434,859,915
Total Medicare 1,182,974,824 984,833,478
Total Charges 2,145,240,679 2,145,240,679
Per 2013 JAR- Payor Percent 55.1% 45.9%
Per CON Application Medicare Mix 46%
Medicaid/TennCare Charges per JAR Total per Supp Questions Correct Amounts
1.¢0) Medicaid/TennCare Inpatient 218,309,727
1.d) Medicaid/TennCare Outpatient 124,357,091
2. a) Cover TN 2,252,636
Total Medicaid/TnCare Charges (undetermined source) 179,972,000 344,919,454
Total Charges 2,145,240,679 2,145,240,679
Per 2013 JAR - Payor Percent 8.4% 16.1%
Per CON Application TennCare mix 13%

The projected TennCare mix for this project was lowered from the historical hospital wide TennCare
mix due to the fact that certain relatively high TennCare admissions such as OB are not included in this project.
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11. Section C, Orderly Development, Item 4

Please complete the table below highlighting the growth in the physician medical
staff that may result, in large part, from implementation of this project.

Medical #2013 Current Year
Specialty JAR 1
Surgery 138 145

OB/GYN 41 40

Internal

Medicine 35 39 43.2
Other 302 302

Total 516 526

Medical staff physician growth is expected to be at a rate consistent with historical
trends. We estimate an additional 4.2 additional internal medicine physician FTEs will
be needed to maintain our current standard of high quality patient care for the new beds
associated with the project.

12. Section C, Orderly Development, Item 3

The staffing pattern is noted. The applicant states that it matches that of existing
bed units of equivalent bed count. As such, it appears that total estimated staffing of
the Med/Surg service and the ICU services may total to approximately 571 FTEs
and 294 FTEs, respectively, using the applicant’s methodology. In terms of cost,
both services appear to account for approximately 65% UTMC’s total salary and
wage cost reflected in the Historical Data Chart for 2013. Is the methodology used
by the applicant consistent with these estimates? Please confirm.

The cost estimates used by the applicant for salary and wage amounts were extrapolated
from current actual direct (patient care) and indirect (support services) expenses per
patient day for similar nursing units. An existing med-surg unit, with patients of
comparable acuities, was used for the new med-surg projection, and an existing critical
care unit was used to model the costs for the new critical care unit.

The salaries and wages of only the nursing positions associated with this project,
extrapolated to the entire hospital would not equate to 65% of total hospital salaries and
wages. The salaries and wages on the Projected Data Chart include not only the clinical
positions described in response to Question C, III, Orderly Development 3 of the
application. The salaries and wages on the PDC also include allocations for salaries and
wages for all ancillary clinical services (pharmacy, imaging, physical therapy, etc.), as
well as non-clinical services (dietary, maintenance, administrative, etc.).

13. Section C., Orderly Development, Item 7.

The Joint Commission accreditation award effective September 2011 is noted.
However, review of the award letter attached to the application and the TDH
licensed facilities link on the HSDA toolkit, revealed that the accreditation will
expire on September 24, 2014 before the application can be heard. Please explain
the status of UTMC’s accreditation at present.
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UTMC was surveyed on September12, 2014, and is developing its corrective action plan.
UTMC is confident it will attain renewal of its accreditation, which will be retroactive to
September 24, 2014.

Review of the TDH licensed facility report also revealed the last survey by TDH was
on August 20, 2008. If a more recent survey exists, please provide a copy of the
survey (with plan of correction) and a copy of the acceptance letter by the
Department of Health, as applicable.

The 2008 survey is the most recent by the Department of Health.
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STATE OF TENNESSEE ) o
)
COUNTY OF KNOX )
I, _r&V'Léa LWU/ , after first being duly sworn, state under oath that I am

the applicant named in this f:fcrtiﬁcate of Need application or the lawful agent thereof, that I have
reviewed all of the supplemental information submitted herewith, and that it is true, accurate, and
complete.
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Sworn to and subscribed before me this the Z(d day of September 2014, a Notary Public in

and for Knox County, Tennessee.
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SUPPLEMENTAL #1

STITES&HARBISONPLLC Z’;l:‘t:':.‘!’er 30, 2014

e
ATTORNEYS

September 30, 2014 Jerry W. Taylor
(615) 782-2228
(615) 742-0703 FAX
jerry.taylor@stites.com
Mr. Jeff Grimm
Health Services and Development Agency Examiner
Tennessee Health Services and Development Agency
Andrew Jackson Building, Ninth Floor
502 Deaderick Street
Nashville, TN 37243

RE:  University of Tennessee Medical Center
CN1409-042

Dear Jeff:

Please accept this additional information and clarification to the supplemental responses
which were filed for this project on September 29, 2014.

The table on page 40 has been revised to reflect the correct current and proposed Year 1
total charges for the med-surg beds. This update was overlooked following a revision to the
Projected Data Chart prior to filing the application. A Replacement Page 40 is submitted
herewith.

The response to Question 6, B of the application has been revised to reflect a comparison
of the applicant’s proposed charges to some proposed charges recently approved for Skyline
Medical Center, CN1406-020. This application had not been approved at the time the
application was filed. A Replacement page 41 and an attachment are submitted herewith.

The response to Supplemental Question 20 has been expanded to confirm UTMC will
provide a copy of any future correspondence regarding Joint Commission re-accreditation of
UTMC. A Replacement Page 20 of the Supplemental Reponses is submitted herewith.

Please let me know if you have any additional questions or if additional information is
required. We appreciate your assistance.

Sincerely yours,

STITES?ARBISON PLLC
Je/r{ W T /



SUPPLEMENTAL #1
September 30, 2014
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5. Please identify the project’s average gross charge, average deduction from operating
revenue, and average net charge.

New Medical Surgical Beds:

Average Gross Charge per day: $6,919.95
Average Deduction per day: $5,104.85
Average Net Charge per day: $1,815.10

New Critical Care Beds:

Average Gross Charge per day: $8,733.10
Average Deduction per day: $6,487.07
Average Net Charge per day: $2,246.03

6. A. Please provide the current and proposed charge schedules for the proposal. Discuss
any adjustment to current charges that will result from the implementation of the
proposal. Additionally, describe the anticipated revenue from the proposed project and
the impact on existing patient charges.

Current and proposed charges for the relevant hospital services are reflected below. The
charge increases represent normal increases over an approximate two year period, and are not
a direct result of this proposal.

University of Tennessee Medical Center

Current vs. Projected Relevant Charge Data

1st Year
Ist Year Current Proposed
Current Avg. Proposed Room & Room &
Total Avg. Total Board Board
Charge/Day | Charge/Day | Charge/Day | Charge/Day
NICU Level 1 &2 | 6,255 6,442 4,700 4,841
NICU Level 3 6,255 6,442 5,400 5,562
Critical Care 8,733 8,733 2,694 2,694
Acute Care
(Inpatient) 6,920 6,920 1,045 1,045
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B. Compare the proposed charges to those of similar facilities in the service area/adjoining
service areas, or to proposed charges of projects recently approved by the Health
Services and Development Agency. If applicable, compare the proposed charges of the

project to the current Medicare allowable fee schedule by common procedure
terminology (CPT) code(s).

Comparable average charges of other providers for these specific service lines are not
available to the applicant. And, since UTMC is the only academic medical center and Level
I trauma center in the region, there really are no comparable hospitals in the area.

The Agency recently approved Skyline Medical Center for a relocation of med/surg and ICU
beds (CN1406-020). A table comparing some selected proposed charges approved by the
Agency for that project to the same DRG codes for this project are attached on the following

page.

7. Discuss how projected utilization rates will be sufficient to maintain cost-effectiveness.

As reflected on the Projected Data Chart, both the med/surg and the ICU bed additions will
have a positive net operating income in the first two years of operation. The margins
decrease in the second year, resulting from assumed declining reimbursement rates from
government payors. In any event, the Financial Statements reflect sufficient assets to ensure
financial viability.

8. Discuss how financial viability will be ensured within two years; and demonstrate the
availability of sufficient cash flow until financial viability is achieved.

As reflected on the Projected Data Chart, both the med/surg and the ICU bed additions will
have a positive net operating income in the first two years of operation. The margins
decrease in the second year, resulting from assumed declining reimbursement rates from
government payors. In any event, the Financial Statements reflect sufficient assets to ensure
financial viability.

9. Discuss the project’s participation in state and federal revenue programs including a
description of the extent to which Medicare, TennCare/Medicaid, and medically
indigent patients will be served by the project. In addition, report the estimated dollar
amount of revenue and percentage of total project revenue anticipated from each of
TennCare, Medicare, or other state and federal sources for the proposal’s first year of
operation,

UTMC participates in both the Medicare and TennCare programs. UTMC contracts with all
TennCare MCOs in the region. In addition, effective January 1, 2015 UTMC will be under
contract with AmeriGroup Community Care.

For the whole hospital, the following was the Medicare and TennCare payor mix for the 12
months ending July 31, 2014:
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UT Medical Center 2:04 pm
Average Charge Data by MS-DRG
Jan - Jun 2014
UT Average Gross Charge Skyline Average Gross Charge
UTMC
Current Medicare Current Skyline
Average Year1l Year 2 with IME* Average Year 1 Year 2 | Medicare
Med/Surg
64 INTRACRANIAL HEMORRHAGE 42,221 42,221 43,066 12,739 599,199 | 599,199 | 599,199 10,509
65 INTRACRANIAL HEMORRHAGE 33,201 33,201 33,865 7,882 194,166 | 194,166 | 194,166 6,785
189 PULMONARY EDEMA & RESPIR 23,229 23,229 23,693 8,912 274,729 | 274,729 | 274,729 7,575
190 CHRONIC OBSTRUCTIVE PULM 22,721 22,721 23,175 8,564 249,883 | 249,883 | 249,883 7,308
193 SIMPLE PNEUMONIA & PLEUR 29,089 29,089 29,671 10,642 383,749 | 383,749 | 383,749 8,902
194 SIMPLE PNEUMONIA & PLEUR 20,171 20,171 20,574 7,147 251,477 | 251,477 | 251,477 6,222
392 ESOPHAGITIS, GASTROENT & 17,678 17,678 18,031 5,409 128,116 | 128,116 | 128,116 4,889
470 MAJOR JOINT REPLACEMENT 52,761 52,761 53,816 15,699 204,682 | 204,682 | 204,682 12,778
690 KIDNEY & URINARY TRACT | 15,140 15,140 15,443 5,627 163,586 | 163,586 | 163,586 5,056
871 SEPTICEMIA OR SEVERE SEP 32,526 32,526 33,176 13,551 598,422 | 598,422 | 598,422 11,132
ICU/CCY

64 INTRACRANIAL HEMORRHAGE 56,340 56,340 57,466 12,739 571,045 | 571,045 | 571,045 10,509
65 INTRACRANIAL HEMORRHAGE 42,384 42,384 43,232 7,882 237,543 | 237,543 | 237,543 6,785
100 SEIZURES W MCC 43,044 43,044 43,905 11,107 400,258 | 400,258 | 400,258 9,258
208 RESPIRATORY SYSTEM DIAGN 57,433 57,433 58,581 16,729 327,785 | 327,785 | 327,785 13,568
247 PERC CARDIOVASC PROCW D 63,057 63,057 64,318 14,927 133,561 | 133,561 | 133,561 12,187
378 G.I. HEMORRHAGE W CC 36,756 36,756 37,491 7,336 88,979 88,979 88,979 6,366
638 DIABETES W CC 19,783 19,783 20,178 6,036 71,033 71,033 71,033 5,370
871 SEPTICEMIA OR SEVERE SEP 70,453 70,453 71,862 13,551 321,069 | 321,069 | 321,069 11,132
917 POISONING & TOXIC EFFECT 40,469 40,469 41,279 10,308 426,502 | 426,502 | 426,502 8,645
918 POISONING & TOXIC EFFECT 26,361 26,361 26,888 4,642 47,001 47,001 47,001 4,301

* Indirect Medical Education
Source: Internal Hospital records & CN1406-020



SUPPLEMENTAL #1

Supplemental Responses 14
University of Tennessee Medical Center, CN1409-042 September 30, 20 Wl
Page 20 (Revised) 2:04 pm

UTMC was surveyed on Septemberl2, 2014. The Joint Commission made no
conditional level findings. UTMC is developing its corrective action plan, which will be
submitted to the Joint Commission shortly. UTMC is confident it will attain renewal of
its accreditation, which will be retroactive to September 24, 2014.  When UTMC
receives additional information form the Joint Commission, this will be submitted to the
HSDA.

Review of the TDH licensed facility report also revealed the last survey by TDH was
on August 20, 2008. If a more recent survey exists, please provide a copy of the
survey (with plan of correction) and a copy of the acceptance letter by the
Department of Health, as applicable.

The 2008 survey is the most recent by the Department of Health.
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